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FBIDAY, OCTOBER 10, 1019. 

United States Senate, 
Subcommittee of the Committee on Commerce, 

Washington, D. C. 

The committee met ; pursuant to call, at 10 o'clock a. m., in the 
committee room, Capitol, Senator Jones of Washington, presiding. 

Present also: Senators Lsnroot, Sheppard, Fletcher, and Calder. 

Present also : J. J. Dwyer, of San Francisco, manager of ths port 
development department of the San Francisco Chamber of Com- 
merce; Mr. Arthur McGuirk, special counsel for the Board of Com- 
missioners of the Port of New Orleans and president of the National 
Free Zone Association; Mr. Julius Henry Cohen, counsel for the 
New York and New Jersey Port and Harbor Development Commis- 
sion, also representing the Chamber of Commerce of New York; 
Commissioner Murray Hulbert and Commissioner De Witt Van 
Buskirk, members of the New York and New Jersey Port and Har- 
bor Development Commission; Maj. E. C. Church, of New York, 
representing Chamber of Commerce of the State of New York; 
William F. Collins, representing committee on commerce and marine 
of the American Bankers' Association; A. M. Lockett, of the New 
Orleans Association of Commerce; R. S. Guilford, of New York 
City, of the International Mercantile Marine, representing the Mer- 
chants' Association of New York ; F. L. Weiss, of Loeb & Schoenf eld, 
of New York, representing the Merchants' Association; Lucius R. 
Eastman, president the Hills Bros. Co., New York, chairman of the 
foreign trade committee of the Merchants' Association of New York ; 
Mr. H. F. Sammstag, of Sammstag & Hilder Bros., New York, rep- 
resenting the Merchants' Association; Mr. Samuel Ulmann of Jos. 
Ulmann (Inc.), New York, representing the Merchants' Association; 
Mr. Emil P. Albrecht, president of the Philadelphia Bourse. 

The Chairman. Are the gentlemen in behalf of this bill ready to 
proceed ? 

This is a hearing on Senate bill 3170, a bill to provide for the estab- 
lishment, operation, and maintenance of foreign trade zones in ports 
of entry of the United States, to expedite and encourage foreign 
commerce, and for other purposes. 

I introduced this bill at the request of those who are friendly to 
the measure.^ As I understand it, however, they desire to change it 
in some particulars and to have considered the changes in connection 
with the hearing, and I will point these changes out to start with, 
and if any additional changes are desired, or if these changes are not 
correct, I wish you gentlemen would call my attention to it. 

Line 8, page 1. after the word " authorized," put in the word " pub- 
lic," so it will read " authorized public agency of a State or a munici- 
pality." 



% FREE ZONES IN PORTS. 

On page 2, in line 20, there is a typographical error. Change the 
first word " this " there to the word " that," so it will read " provided 
that this limitation." 

Then on page 3, in line 13, it is proposed to strike out the word 
"they" and insert the words "they ghall in all respects be stated as 
coming from a foreign country and." 

Then in line 14, after the word " is," put in the word " then," so it 
will read " the same rate of duty as is then imposed upon." 

Then strike out the proviso and all of page 4 and all of page 5 
down to " section 4." 

Then on page 6, after the second word on line 1, ;< water," strike 
out the word "on" and put in "or," so it will read "and water or 
land." 

Those seem to be all the changes suggested, and I want to ask this 
question at the outset : Whether or not you expeot to put a tariff on 
domestic articles that have been taken into the zone when they are 
taken out into the other parts of the country ? 

Mr. Eastman. I have not considered that question. 

The Chairman. That is what the bill provides. 

Mr. McGuirk. The bill provides that. 

The Chairman. I would like to hear the reason for putting a 
tariff on the products when taken from one part of our own country 
to another part of our own country. That you can consider as you 
go along. 

This hearing is at the request of the friends of this measure and 
we would like to get through to-day if possible. We hope that you 
have arranged your hearing so as not to duplicate any more than is 
necessary, but if you can not through to-day, why, we will try to 
give you time to-morrow, and all the time that friends of the measure 
want will be given to them before anybody in opposition to the 
measure has any bpportunity to be heard, because this was arranged 
for you. There are those who are opposed to this measure, and they, 
of course, will be given a hearing in due time. 

Now, whoever has charge of your members can just take charge of 
the hearing. 

Mr. McGuirk. Mr. Chairman and gentlemen of the committee 

The Chairman. Give your name to the reporter. 

Mr. McGuirk. Arthur McGuirk, special counsel Port Commis- 
sioners of the port of New Orleans, president of the National Free 
Zone Association. 

Mr. Chairman, I wish to introduce Mr. J. J. Dwyer, of San Fran- 
cisco, who is the manager of the port development department of the 
San Francisco Chamber of Commerce, to state the principles of the 
bill. 

STATEMENT OF ME. J. J. DWYEE, MANAGES OP THE POET DE* 
VELOPMENT DEPARTMENT OF THE SAN FRANCISCO CHAMBEE 
OF COMMEECE. 

Mr. Dwyer. Mr. Chairman and gentlemen of the committee, the 
purpose and object of this bill is to introduce into the United States 
a policy that is well known in other parts of the world, in Asia and 
in Europe, called commonly the free-port policy, sometimes called 
the free-zone policy, but in this bill the title provides that the bill is 
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a bill to provide for the establishment, operation, and maintenance 
of fc reign-trade zones in ports of entry of the United States, to ex- 
pedite and encourage foreign commerce, and for other purposes. 
And the reason it is called in this bill " foreign-trade zones " is to 
point with definiteness, as far as possible, and comprehensively to 
the purposes of the bill. 

The purposes of the bill are to provide an area in ports, or adja- 
cent to ports of entry of the United States, or interior places, too, 
for that matter, because that is possible, where the foreign trade of 
the United States can be largely handled in a manner that will be 
free from many of the hindrances, vexations, and delays that are 
now caused by present customhouse arrangements. 

In order to clear the ground at the outset, we are of the opinion, 
strongly of the opinion, from investigation and study that the prin- 
ciple and policy involved in this bill do not in the slightest degree 
affect the fiscal policy of the Government', whatever it may be, whether 
it be continued as at present or be changed. In other words, it does 
not affect in the slightest degree questions of protection or free trade. 
Its purpose is simply one of facilitating foreign trade, of improving 
our present port facilities and of improving customs administration. 

The free zone or foreign-trade zone is intended to be a place in 
the harbor or port, a segregated area, where by means of inclosures 
on the land and water side, if necessary, the space will be kept free 
from undesirable interruptions. It will be free from habitations, 
for instance. Nobody will be allowed to live in that zone except 
those with duties in connection with the maintenance of the zone or 
the supervision of the Treasury Department's precautions against 
smuggling. If they should desire to live in that zone, or if it should 
be necessary, quarters have to be provided for them under the bill. 

But, generally speaking, the zone is intended only for freighting 
and merchandising operations incident to foreign trade, both import 
and export, to the mooring and docking of vessels, the lading and un- 
lading of vessels, the warehousing of foreign or domestic goods that 
may be intended for export or reexport, or imports that may be in- 
tended for transmission into the interior of the country. To relieve 
wharf congestion we remove customs operations away from the wharf 
and perform them elsewhere in a better and cheaper manner. 

The central idea of the bill and the feature that we desire to adopt 
from European practice is the exemption of the vessel and of the 
goods or articles brought into the zone while they are in the zone 
from all customs control or supervision, with the exception of pre- 
cautions against smuggling and, consequently, you will find it pro- 
vided in section 3 

The Chairman. Now, vou are referring to the House bill. You 
had better get a copy of the Senate bill, so that your references will 
make the matter clear or* tho reco^. 

Mr. Dwter. You will find in sections 3 and 4 of the bill that cen- 
tral idea and principle carried out. 

I will read, if you please, a part of section 3 to make that clear : 

That in every zone vessels or other carriers may land, lade, and unlade ex- 
empt from all customs supervision, control, duties or charges, except as other- 
wise provided in this act; and foreign or domestic merchandise or articles of 
any description whatever, except such as are prohibited by law, may with like 
exemption be brought into or landed in a zone, and there stored, exhibited, 



6 FREE ZONES IN POUTS. 

broken up, repacked, assembled, distributed, sorted, refined, graded, cleaned, 
manufactured, or otherwise manipulated, mixed with foreign or domestic mer- 
chandise and exported therefrom in the original package or otherwise. 

The zone shall so far as the customs duties and regulations are concerned 
be exempt from the customs laws of the United States, except as otherwise 
provided in this act, but when articles of foreign or domestic origin are sent 
from a zone into any of the customs territory of the United States or its pos- 
sessions they shall be subject to all of the customs laws and shall pay the same 
rate of duty as is imposed upon like articles imported from a foreign country. 

And then follows the long proviso of nearly two pages that the 
chairman referred to that is. stricken out in the copy of the House 
bill that was introduced parallel with this measure in the Senate. 

The Chairman. As I understand, you desire that stricken out? 

Mr. Dwyer. We desire that stricken out. 

The Chairman. And ask that the bill may be considered as if 
that were not in ? 

Mr. Dwyer. Yes, sir. And I might state right now, Mr. Chair- 
man, the reasons for the striking out of that proviso for the under- 
standing of the committee. That proviso was inserted after 
consultation with gentlemen of the Treasury Department to see 
if there was any feature of the bill that they desired to comment 
on, or suggest amendments to, looking toward the protection of the 
revenue or the administration of the revenue features of the act or 
the tariff duties, and this proviso provides a method of valuation 
for foreign dutiable goods coming into the country through the 
zone that would be no different in its basis from the method of 
valuation provided by law for goods of a dutiable character arriving 
from foreign countries and landed directly in customs territory and 
on a customs wharf, and it violated one of the fundamental prin- 
ciples of the bill which we conceive it should contain, which is this : 
All dutiable goods coming into the country, if this bill becomes a 
law, should be subject to exactly the same duties and the same basis 
of valuation, whether entering the country through the intervention 
of the zone or landed directly into customs territory from a vessel 
on to a customs wharf. 

That is the comprehensive principle which underlies this bill and 
which would be violated by this proviso. 

Under the law as it stands now, foreign dutiable goods coming 
into the United States are appraised on a basis of the foreign market 
value. In the view of the officials of the Treasury Department who 
were consulted on this matter, it would be impossible to determine 
when these goods arrived in the country if stored in the free zone 
for any length of time or for varying times, and that, therefore, 
we would not have the date of the arrival of the goods from the 
foreign country to give as the time for the basis of valuation. Con- 
sequently they • substituted, instead of the foreign market price as 
a basis of valuation, the then domestic market price. 

Now, a moment's reflection will show you that that would intro- 
duce an entirely different basis of valuation upon the same kind of 
goods ; it would impose a duty on a duty. 

Take a simple illustration. Suppose under this bill, if it becomes 
law, New York should avail itself of its provisions and have a foreign 
trade zone, and Boston should not. Our theory is that the goods 
coming into the United States by way of Boston should be on exactly 
the same basis in regard to the basis of valuation as goods coming 
into the country by way of the New York zone gate. 
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This illustration was used in our conference. Take a pair ut slioes. 
Suppose in the foreign market they are worth $4 and suppose they 
added the ad valorem tax — this argument applies only to the ad 
valorem tax — suppose the ad valorem tax is 50 per cent. It is com- 
ing in now through the Boston customs territory. It arrives at the^ 
Boston Harbor costing $4 abroad and the 50 per cent duty is added. 
Its price in the American market as far as that factor is concerned, 
then, would be $6, and under this proviso of the bill if those shoes, 
similar shoes of exactly the same kind, from the same factory in Eu- 
rope, should come on another ship into the zone in New York Harbor 
they would be appraised there under this proviso on passing from the 
zone into the domestic market on a basis not of the foreign price, $4, 
but on the American price, $6, and would then pay 50 per cent ad 
valorem tax, and they would land in the American domestic market 
7 ia,t-$#r And so you see you would be paying a duty on a duty, and 
- 'worse, if that proviso were allowed to obtain. 

On further consideration we were unanimously of the opinion that 
that proviso violated very largely the purposes and uses of the bill, 
and on further consultation with the officials of the Treasury Depart- 
ment, particularly Mr. Ashf orth, the proviso was struck out and the 
section was recast. The fundamental idea is that for custom pur- 
poses, both with regard to duties and with regard to valuations, the 
zone should be regarded as foreign territory and goods coming from 
the zone into the United States elsewhere should be regarded as if 
landing at that time on a customs wharf or in a port where there 
is no foreign trade zone. Do I make that clear, gentlemen ? 

The Chairman. I think so. If it would not divert your line of 
argument, I would just like if you would state briefly the reason for 
the provision imposing a tariff on domestic goods taken into the zone 
when they are taken out into the country. 

Mr. Dwyer. The reason was for the protection of the American 
manufacturer, a general principle involved in the protection idea. 

The Chairman. The protection principle does not apply to do- 
mestic articles from one part of the country to another. 

Mr. Dwyer. We do not all agree on that. I will state my idea and 
let the others state theirs. 

My idea has reference to a limited proposition, and it is this, that 
in the zone we expect there will be certain mixing or blending of 
foreign materials and domestic materials to make a new article. 
That new article, when it comes inland through the gates of the zone, 
will be in a different form, of course, and in order to make it per- 
fectly clear that the home market will be protected against the 
foreign materials in that manufactured article the whole article 
will be assessed in its manufactured or new form instead of trying 
to separate each article into its component parts and only tax the 
foreign material separately from the domestic material. 

The Chairman. But your bill in terms does not make that dis- 
tinction. 

Mr. Dyer. In effect it does — legal effect. We can not put the cus- 
toms system in the zone and keep it out both. The major benefit 
derived from the zone is keeping customs control out of the zone, 
and in order to maintain that feature and get away from the draw- 
back system in the 2one, which 'is now in effect in the country gen- 
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erally, it must work out this way according to the conception of 
those of us who believe in that theory. 

Senator Lenroot. Would there be any reason why, if the domestic 
article was put in the zone and then brought out in its original state,, 
it should be subject to the tariff law? 

Mr. Dwyer. That particular feature, of course, was not considered 
of any great importance, because there would be no real reason for 
taking goods into the zone from the domestic market and then taking 
them out again. In fact ? there are very strong objections against 
permitting any such practice. You might have some laws that would 
apply to undue storage, etc., in the domestic market that you would 
want to apply to the zone, too. 

Senator Lenroot. That would not be a customs law, though. 

Mr. Dwyer. No; that would be a separate law. Our design was 
not to give the zone the slightest benefit over the home market, but in 
case of doubt to give the home market the benefit of it, because our 
theory is that that zone is necessary as a supplement to the protective 
system to assist and develop the foreign trade that we desire to enter 
into in order to dispose of our surplus manufactures and other sur- 
plus products. 

We want to keep particularly to the front the commercial uses of 
the zone and the freighting uses of the zone. These are the principal 
features of the zone and not, as some people have argued in news- 
paper publications — people who have not considered this principle 
fully — that the only purpose is to develop manufacturing in the zone. 
Quite the contrary. The principal purposes of the zone are commer- 
cial, and freighting in all its departments as applied to ship terminals, 
including warehousing, and to assist banking operations, to make 
the financing of foreign trade safer and easier, because the goods 
are in a segregated area and can be watched and guarded more care- 
fully than in scattered bonded warehouses, etc. 

Now, in presenting our case here— you gentlemen have probably 
been informed that there is a parallel hearing going on before the 
House Ways and Means Committee at this hour, where the arrange- 
ment was made that the Government specialists from the different 
departments who have been consulted about this measure should be 
put on this morning. At the hearing here we shall endeavor to 
present the views of different merchants and shipping men, and after 
they finish their statements this committee would oe at liberty, if 
thev so desire, to call further on the Government specialists. 

There are certain general features of the bill that I might call 
your attention to briefly. 

Senator Lenroot. Before you do that might I ask you one fur- 
ther question with reference* to these domestic articles. Under the 
present customs laws, where domestic articles are shipped out and 
reshipped in, are they given any privileges under the law with re- 
spect to tariff duties? 

Mr. Dwter. Given any privileges in the foreign-trade zone? 

Senator Lenroot. No; I mean under the existing law. 

Mr. Dwter. I could not answer that. I would have to leave that 
to the customs specialists. 

Mr. William O. Hempstead, of Philadelphia, can answer that. 

Mr. Hempstead, of Philadelphia. Under the- present law, which 
has been in force many years, all articles manufactured in the United 
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States, exported abroad, are permitted to return to this country 
free of duty provided they have not been enhanced in value, or 
their condition changed in any way, shape, or form. If conditions 
have changed, then they cease to be an article of American manu- 
facture and are treated as foreign merchandise. 

Sentor Lenroot. That was my recollection of the law. 

Now, I want to ask if your proposed section would affect that 
situation ? 

Mr. Dwyer. The law as drawn would affect that, if the articles 
came back through the zone, but, of course, anybody who wanted to 
reimport those things could avoid the provisions covering the zone 
by landing them at a customs wharf. You know there is no obliga- 
tion for a ship to go into this zone. 

Senator Lenroot. I understand. 

Mr. Dwyer. Therefore, if there is any reason why it* would be 
more favorable to goods coming in that way to go to a customs port 
or a customs wharf they could still do so. 

Mr. Julius Henry Cohen. Mr. Chairman, may I make a state- 
ment at this time, sir? I am Julius Henry Cohen, counsel for the 
New York-New Jersey Port and Harbor Development Commission. 
I am also counsel for the chamber of commerce for the State of 
New York. 

My understanding of the purpose of the hearing to-day was that 
we were to discuss the general phases of the free-zone principle, and 
while the advocates here are united in favor of the general principle 
we find ourselves not quite agreed upon many of these details, includ- 
ing the one upon whicn the chairman and Senator Lenroot have asked 
questions ; and it is a little embarrassing to us to have answers given, 
with all due respect to my friend, with which we will differ, and I 
may suggest that if it is agreeable to you, we be permitted to present 
the general consideration first for favoring the general idea of free 
zones and then discuss the details, and you gentlemen will be the 
judges between us as to who is right in our differences on details. 

I do not want to interrupt my good friend from San Francisco, 
because there is really the basis for hearty cooperation among the 
men who represent the various ports of the country, and this is a big 
idea and a new idea, and it would be very strange if we did not differ 
on our construction of details and on that g-eneral question of policy 
none of us wants to be foreclosed by the opinions of the other. 

Mr. Dwyer. I heartily accept the suggestion of the gentleman 
from New York, gentlemen of the committee. I #m simply speaking 
from my own conception of the bill as it stands and to make it easy 
for the committee to interpret the testimony of the mercantile gentle- 
men who will follow. 

The Chairman. You would prefer, then, that for a while we ask 
no questions about the details of the bill and you will discuss the 
general features? 

Mr. Dwyer. Yes, sir. There are two or three of the general prin- 
ciples that will give light upon that, however. 

The first is that this privilege of maintaining a foreign-trade zone 
is offered and confined to public bodies. 

The first section provides that the term "public corporation" in 
the bill means a State or legal subdivision thereof, or a municipality, 
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or a lawfully authorized public agency of the State or municipality. 
And the bill further provides that to only su h a public corporation 
can the privilege of building, maintaining, and operating the zone be 
granted. 

Now, the words "lawfully authorized agency," amended as the 
Chairman called attention to by the insertion of the word " public " 
to make it perfectly clear — a lawfully authorized public agency of 
the State or municipality refers to the well-known case of harbor com- 
missions or dock commissioners or dock commissioner of New York, 
or harbor commissioners of San Francisco, which would be recognized 
as an authorized public agency. And, of course, if there is any- 
thing peculiar in the laws of a State that would not permit any 
such public body under their powers as defined by law to be con- . 
sidered as lawfully authorized public agency they would have to 
get the authority by applying to their proper legislative bodies, the 
State legislature or the municipal council, as the case might be. So 
that is a very important feature of the general principles of the 
law. 

Another general principle is that duties upon dutiable articles 
coming into the zone should not be payable until they are taken out 
of the zone for consumption in the home market. While they are in 
the zone they are exempt from the payment of duties, in the same 
way and for the v same reason that they are exempt now under the 
bonded warehouse system. ^ t 

In the contention of the advocates of this bill that tfee general 
policy involved with regard to goods imported this wajS- is in no de- 
gree a new thing. It is an extension of the same principles for 
facilitating foreign trade that we find in the bonded warehouse, in 
the draw-back system, and in the bonded manufacturing warehouse. 
It is merely an extension of this principle to make it broader, larger, 
freer, easier and cheaper in operation, more f rictionless ; to allow 
more elbow-room for freighting operations and to allow merchants 
who are engaged in transshipping business more freedom in their 
mercantile treatment and manipulation of cargoes. Now, as to 
that term "manipulation" of cargoes — I use the word "maniupla- 
•tion " for want of a better word. That is the practice to which our 
witnesses this morning will address themselves. 

There are many practices, such as cleaning, refining, assorting, 
blending, etc., that are done to goods in the transshipping trade that 
we claim can not be done under the present system of bonded ware- 
houses at all. • 

Under the port systems that we now have, the transshipment busi- 
ness, which is a very important part of foreign commerce in older 
countries, has attained but very slight proportions in this country. 
It is pretty hard to get figures on it, but I have seen it estimated by 
careful writers that the transshipment business of the United States 
is perhaps not 3 per cent of the total foreign trade of the United 
States. 

Transshipment, you understand, means bringing things from Eu- 
rope, for example, to New York, not for consumption in the Ameri- 
can market but to transmit to South America or somewhere else, and. 
the "foreign trade zone so far as the merchandizing operations re- 
ferred to are concerned is intended to supply a long- felt want and 



FREE ZONES IN PORTS. 11 

carry on that trade with ease and facility, not only to carry it on, 
but practically to provide for its creation in large part. It is almost 
nonexistent in certain parts of the United States because of the lack 
of such facilities. 

I have already referred to the fact that when goods are congre- 
gated in the zone the financing of foreign trade is safer and easier, 
and we have here gentlemen from Chicago and New York who will 
address their testimony particularly to that feature. 

The next general feature is that this bill is entirely of a permissive 
character. There is nothing mandatory about it. 

The bill contains provisions by compliance with which any port 
of entry in the United States, wherever situated on any ocean front 
or in the interior, for that matter, can apply for a grant of the privi- 
lege and by conforming to the requirements imposed by Federal 
authority the grant will be given. 

The third general feature which is of grreat importance is this, and 
I want to lay stress on this feature briefly: The financing of the 
foreign trade zone, its construction and purchase price, the mainte- 
nance and operation of the zone, falls exclusively upon the locality 
that seeks the privilege. The design was, of course, to place the 
burden where the benefits will fall very largely. The benefits will 
devolve primarily upon the ports that enjoy the privilege, though, of 
course, we insist that it is a national benefit that justifies the legisla- 
tion. 

And, in the second place, we desire to avoid suspicion of possible 
favoritism, or of log-rolling, or what is familiarly called, I believe, 
in Washington pork-barrel legislation, and the bill is carefully drawn 
in that regard so as to require all the financing to be done by the lo- 
cality that desires to avail itself of the privilege. 

These are the general features, and without taking up too much 
time explaining what a free zone is, we will answer any question in 
that regard you may desire to ask us. I will call on the witnesses 
to make their separate statements and hold myself in readiness to 
answer any further questions the committee may desire to ask me 
personally. 

I may say that my opinions in this matter are based on my experi- 
ence in harbor operations. For six years, from 1911 to 1917, I was 
president of the San Francisco Board of Harbor Commissioners. 
Officially it is called the Board of State Harbor Commissioners be- 
cause the officials are appointed by the Governor. Though it is a 
State body it has control only of the harbor of San Francisco. Dur- 
ing those six years my attention was directed particularly and in- 
timately as part of the day's work to the freighting operations inci- 
dent to the loading and unloading of cargo, and necessarily to the 
relations of the customs service to foreign trade in that connection, 
and that experience has, to the extent that you gentlemen will be able 
to estimate from further examination, enabled me to have some in- 
sight into the freighting operations involved in foreign trade. 

Other gentlemen here who follow the business of merchandising 
for a living are much better qualified and are specialists to testify 
on the merchandising features of this bill. 

The Chairman. I will say, Mr. Dwyer, I am not going to ask 
any questions now with the idea that probably those who follow will 
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answer the very questions that might come up in my mind and r 
therefore, we might save time by postponing them. 

Mr. McGuirk. I call on Mr. Julius Henry Cohen, counsel for the 
New York and New Jersey Port and Harbor Development Com- 
mission, and also counsel for the New York Chamber of Commerce. 

STATEMENT OF ME. JULIUS HENBY COHEN, COUNSEL FOE THE 
NEW YORK AND NEW JERSEY FORT AND HARBOR DEVELOP- 
MENT COMMISSION. 

Mr. Cohen. Mr. Chairman and members of the committee, it is 
one of the encouraging signs of the times that San Francisco, New 
Orleans, New York, and other ports can come here with a common 
purpose and a common end. It shows that our country is getting 
together on some things at least. 

In order that you may have a background for what I have to say, 
which will be very brief, I ought to explain to the members of the 
subcommittee who, unlike the Senator from my own State, may 
be unfamiliar with the nature of the commission that I have the 
honor to represent, that it is a commission representative of the two- 
great States of New York and New Jersey, which have been jointly 
at work now for two years with an appropriation of $400,000, $200,000 
from each State, to make a complete and comprehensive study of 
the port of New York as a national as well as a local asset and to 
lay out a comprehensive plan for the development of that port for 
the future. 

The commission expects to complete its work and to make its 
report to the two States at the coming sessions of the legislatures 
of both States, and will report the results "of the very comprehensive 
study that it has been making not only of the port of New York but 
of other ports throughout the world, and in connection with that 
study and with the plan for physical organization of the board. 
It has already publicly presented its plan for legal organization of 
the port, and that comprehends and rests upon a compact or treaty 
between the two States by which they will join in the development 
of the port. We call it the port of New York, but it is physically 
located, within three sovereignties, or under three sovereignties^ 
New Jersfty on the New Jersey side, New York on the New York 
side, and because traffic between New York and New Jersey is inter- 
state, the whole business under Federal sovereignty. 

The legal problem is a very delicate and very difficult one, but 
so far we have secured the tentative approval of the leaders of both 
parties in both houses of the legislatures in both States and the 
approval of the governors of both States to the general proposition 
which will be further discussed. 

So you will see from that background we approach anything that 
will help the commerce of the country and will utilize the great 
facilities of the port of New York, which we hope to secure through 
this machinery that we in New York and New Jersey will establish. 
We approach that, gentlemen, with every disposition in the world 
to favor it. 

Now, I speak for the chamber of commerce, as counsel for that 
body, here to-day at their request in order to save your time. There 
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is a delegation here from the chamber of commerce, but in view of the 
fact that the views of the chamber are identical with the views of our 
port and harbor development commission it will be largely a repeti- 
tion, and so they have asked me to say to you gentlemen that what- 
ever I say on behalf of the commission shall be regarded also as part 
of their statement. 

You will find in the record of the tariff commission a report made 
by the Chamber of Commerce of the State of New York which goes 
more fully into details as to their provisions. 

Now, with that preface, I may now come to the consideration of the 
measure before you. 

This is a new idea before the legislative department of our Gov- 
ernment. I say new in the sense that it has not yet been fully dis- 
cussed or considered. It is is a big idea, tremendous in its portent, 
and liKe every big idea it must find in a democracy support in the 
way of public opinion before it can make any progress. ^ And 
like every big idea in the working out of the machinery which is 
to make it a reality instead of- a theory there is bound to be discus- 
sion. 

You and I may agree as to the nature of a plan and the kind of 
machine we want, but when we get down to the blue prints and 
specifications we may find our engineering opinions differ very 
widely as to the stress and strain on this part or that. But before 
we can even win the subcommittee's support or, if the subcommittee 
is with us, before we can win the support of the main committee, 
Or if the main committee is with us, before we can win the support 
of the Senate and the House, at least the fundamentals havejfot 
to be accepted, and my reason for interrupting my good friend from 
Ban Francisco was that it seemed to-day could better be spent by 
putting in the fundamentals as to which we agree rather than to 
spend the day in the discussion of details on which there are differ- 
ences, and there are important details that may be discussed and 
which we will have to carefully consider. 

<;The Chairmak: The Chair would probably be blamed for that, 
because I brought it up myself by asking that question, and I did 
it simply because the provision seemed to be so strange and unusual 
that I just wanted briefly the reasons for it. 

"Mr. Cohen. Mr. Chairman, I should not use the word blame, I 
think. 

The Chairman. I do not understand you were blaming anybody, 
Mr. Cohen. 

Mr. Cohen. You are taking the blame which you do not 
deserve. It is a proper question to ask and it is one that ought to 
be very carefully considered, and I do not wonder it took your eye, 
sir. All I am trying to do is to put the thing in its right perspective 
so we will not get lost on a side issue as to which we ma^y be brought 
to an agreement instead of considering the main proposition or 
proposal. 

Now, we are to-dav in general on a protective-tariff basis. 

The Chairman. We might not all agree as to that. 

Mr. Cohen. Well, let us say so anyway. At least, there are men 
who think we are. At all events it is true, whether we may be 
right in our theory or not, that as a practical matter the business 
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men of this country can not get in certain kinds of foreign goods 
without paying a tax on them. 

The Chairman. You are going to argue this bill on that theory 
anyway ? 

Mr. Cohen. Yes, sir. Now if I want to. aid international com- 
merce either for my own good or for the country's good I find in 
experience that it is not easy for me to make up gooas that include 
foreign goods and ship abroad when I have g;ot to pay a tariff on the 
foreign goods, and that principle is recognized as fundamental in 
the drawback system. The drawback system presupposes and 
assumes that if your importation is for the purpose of reexporta- 
tion you shall not pay the duty. That is the fundamental basis of it, 
but the criticism that these business men make, Senators, that this 
was complicated and was difficult in its operation, that it precludes 
the development of the kind of commerce this country must aspire 
to if it is to be a big world commercial nation. 

Now let me give you a very simple illustration which my friend 
Mr. Ulmann from New York will develop more fully than I can, 
but which he gave me on the train coming down here yesterday, and 
which is so apt that it made the point clearer to me and perhaps will 
make it clearer to you. 

I am a furrier, an importer and exporter of fur skins. I want to do 
what the fur merchant of London, or Paris, Hamhurg may do. My 
country does not produce all the fur skins in the world. I need fur 
skins in this country to sell my customers. I would like to sell 
foreign skins to customers in Paris and in London and in Leipzig, 
My customers over there are not so particular about the kind of skins 
that they get as my customers in New York and my customers else- 
where in the United States. They want the very best. Now when I 
buy my skins in Paris or Leipzig or elsewhere I can not buy them 
all picked out, graded as I want them for sale to my American cus- 
tomers, and to my foreign customers. I have got to buy them in 
bulk, and then I have got to sort them, and th» b Q ,st T Wt> for mv 
customers in America and the others I grade for transshipment to 
other countries where I can sell them at a profit. 

Now if I bring the whole bunch into this country I pay duty on the 
whole of it and then I have to ship back the other goods for sale, 
and it does not pay. 

But, Senators, if you will give me a place, safeguarded in every 
respect so that the Government is protected against any fraud or 
deception, where under the eye of Uncle Sam's representative I can 
take these furs and sort them and grade them and classify them and 
send back to other parts of the world those that I do not need for 
American sale, I can pick out my American goods, pay the duty on 
them, and send them for sale throughout the country. 

Now that is one phase of business which these business men say, not 
only in fur alone but in other lines, is absolutely essential if they are 
to do as freely as their competitors in other parts of the world who 
do the business we want to do. Now that is point number one. 

The other point is this, and I take this illustration haphazard, not 
with any idea of justifying the illustration, but merely as an illus- 
tration. 

We all know that American woolen cloth is not made entirely of 
American wool. We have to import wool from all parts of the world 
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to go into it, Australian wool, South American wool. Now suppose ' 
I am a manufacturer of cloth and I have perfected my American 
machinery so that I turn out cloth as good as any that is made in 
Germany or England and I can compete right in England with that 
cloth, it would be a very convenient thing for me if I can bring in the 
foreign wool that I need to mix with my American wool, manufac- 
ture it into cloth within the territory or zone that is adequately safe- 
guarded, and then send it out for sale abroad without ever touching 
the country into which if I brought it I should pay a tax. 

Now in broad outlines, Mr. Chairman, those are the considerations 
that furnish the impulse for this movement for free zones. 

You will observe that one may be a rampant free trader or a rabid 
protectionist and yet be agreed upon that principle, agreed upon that 
method, because it facilitates the growth of the country. 

Now, another feature is that the moment you furnish facilities of 
that kind you attract shipping from all over the world. That is 
based upon actual experience in Hamburg and in other ports. But, 
to use this homely illustration, suppose I own a taxicab in the city * 
of New York, where would I go around at 11 o'clock at night if I 
did not have passengers? I would go around the corner of Forty- 
second Street and Broadway, because there would be the threater 
crowds coming out of the theaters and I would be reasonably sure 
of picking up passengers. 

Now, the tramp steamers of the world have got to have cargoes. 
They can not go back in ballast without cost, very severe cost, 
Where do they go? They go to the ports where they are reason- 
ably certain of a cargo, and if you have got free zones with all these 
opportunities for transshipment of merchandise and the manufac- 
ture of merchandise to go to the rest of the word, the steamer is 
sure to get its cargo and so it comes to the magnet, to the pla e that 
draws it, and you increase the shipping that comes to your country, 
you improve the port to which it comes. 

Now, in a general way that is the large purpose behind this legis- 
lation. In addition it is said by experts who have studied the matter 
that Copenhagen, Hamburg, they all say that one of the benefits of 
this thing in the nature of a by-product, and the by-product very 
often is the most important result you get out of an enterprise, is 
that of having established a center of this sort you attract more com- 
merce toward that center. 

So that the argument in favor of a free zone put in a single sen- 
tence, Mr. Chairman, is that it increases the commercial opportuni- 
ties of that nation which furnishes that kind of a facility, it makes it 
practical to compete with the rest of the world and to draw to itself 
every piece of business that is justified by its enterprise and com- 
mercial capacity. 

Now, there are very important matters of detail here. I shall not 
discuss any of them. I shall reserve the right to suggest changes in 
language here and there, but just so that the record may be clear, 
let me say that with all due respect to my friend from San Fran isco 
I do not yet see why domestic goods going into a free zone and 
coming out as part of a combination of foreign and domestic elements 
should pay a tax on the domestic end. 

I do not believe that the wit of the draftsmen of our legislation is 
so weak that they can not devise language that will safeguard the 
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country and yet prevent a tax upon goods which we manufacture 
in our country. To me it seems wholly wrong to speak of a free 
zone for the purpose of facilitating commerce and to put a burden on 
domestic articles that go into consumption there. 

I merely state that now without developing the argument because 
on reflection I may change my views, but at the present time it seems 
to me that the thing is not clear. 

Mr. Dwter. Allow me to ask one question. 

Mr. Cohen. Certainly. 

Mr. Dwter. The proposition is, a manufactured article for sale 
in the American Home market, made partly of foreign and partly of 
.domestic materials. Now, instead of bringing the domestic content 
of the manufacture into the free zone, take the foreign part of it out 
.of the free zone and manufacture the article here in the home market 
and you get rid of all these troubles. 

Mr. Cohen. Yes ; you destroy the whole principle of the free zone. 
The purpose of the free zone is to take the domestic article into the 
free zone and blend it with the foreign article and then bring it out 
again. That is my understanding of it. 

Mr. Dwyer. No ; the principal purpose of a free zone is for trans- 
shipment abroad, not for the manufacture of articles to be sent into 
this country. 

Mr. Cohen. That is not my understanding. 

Mr. Hulbert. I would like to interrupt to ask Mr. Dwyer if it is 
his conception that in order to fill out the cargo of a ship which is in 
the free zone area goods for export may be lightered or otherwise 
transported to the free zone and put into that cargo ? 

Mr. Dwyer. Yes. 

Mr. Hulbert. Then, suppose some situation should arise whereby 
• the order for those ships was countermanded after they had been de- 
livered in the free zone, under your theory would you not have to 
pay the duty to get them back again? 

Mr. Dwyer. Certainly you would, as the bill stands. 

Mr. Hulbert. You do not mean to do that? 

Mr. Cohen. We certainly would not care to be regarded as ap- 
proving of the bill in any such case as that. 

The Chairman. I think we understand the position of both of you 
on that, and rather than spend the time on the details now we had 
better let that rest. 

Mr. Cohen. Yes, sir. 

Now, the bill, as I understand it, has these supreme advantages. 
I suppose you could spend three or four weeks in daily session hear- 
ing argument on whether or not this thing will work as a commercial 
matter and as to whether the money will be available for the great 
investments of capital that will be required to establish these free 
zones, but to me that is an academic question. 

The Chairman. If that happens the Government is not out any- 
thing. 

Mr. Cohen. It is not out a thing. All this bill does is that it 
authorizes a governmental agency to give a charter to a public cor- 
poration to do a thing if it wants to do it. That is all it does, and it 
leaves to the enterprise of each one of those localities to find a way 
; and the capital with which to do it So that, looking at it from the 
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point of view of taking the chains off of American buying and 
American enterprise wherever we can, it seems to me that even if 
we left the hearings after three or four weeks with some doubt as 
to where the money was coming from with which to conduct this 
enterprise — I do not mean for a moment to throw doubt upon that — 
if we left it with that point of view we could say : Well, it is worth 
while trying anyway; it does not cost anything to give us the op- 
portunities, and here are gentlemen who say that in their com- 
munities they will undertake to take advantage of the opportunities. 
So to me the entire discussion as to where the money is coming from 
or whether the thing is going to work seems to be wholly academic. 
It seems to me the grand perfection of this bill is that it is permis- 
sive. It does not say free zones must be created or that they shall 
be created, but it says upon the application of people who shall 
satisfy a Government officer, to wit, the Secretary of Commerce, 
that they have the financial backing, that they have the right place, 
that they are going to undertake the responsibility to do these things, 
they shall be permitted to do it under lines that can draw back if 
they do not do it. 

Senator Calder. Mr. Cohen, is it the purpose of this bill to have 
but one zone in each port ? 

Mr. Cohen. In the original form, sir, it contemplated that, but I 
think in view of the complicated situation we are in in New York, 
the two States having a part of the port of New York, the bill has 
been amended in language not wholly satisfactory to us, Mr. Chair- 
man, but which substantially carries out the idea, Senator, that where 
a port is physically within two States it shall not be confined to 
having but one free zone. You will observe on page 2, lines 18 to 21, 
that you compare that with Senate 556, the bill introduced by Sena- 
tor Sheppard, and you will see that the words originally were " not 
more than one free zone shall be authorized in or ad] acent to any port 
of entry." 

That has now been changed in your bill, Mr. Chairman, so that it 
reads " not more than one zone shall be authorized in or adjacent to 
any port of entry, provided that this limitation shall not apply to a 
port located within the confines of more than one State." 

That language is not as clear as it might be and I would suggest 
that it be changed. The printing of the bill will have to be changed 
anyway, because there are two thises on line 20, one of which will 
have to come out, and it seems to me that it will make the meaning 
clearer to strike out, on the line 19 after the word " port," the words 
"of entry," and strike out on line 20 the words "to a port" a'nd 
state in place thereof the words " where is " ; strike out on line 21 the 
whole of the line and insert the words " two States " so the sentence 
then would read : 

" Not more than one zone shall be authorized in or adjacent to any 
port, provided that this limitation shall not apply where a port is 
located within two States." 

Now, the words " port of entry " and " port " and used in different 
senses and yet are susceptible of the meaning that they are used in 
the same sense. Now, the word " confines " is a little inapt. 

Mr. Dwyer. I would like to ask the gentleman if the words "of 
entry " are not absolutely necessary, otherwise a customs house would 
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not be there, because customhouses are only established in ports 
of entry. Therefore, you must have it " ports of entry." 

Mr. Cohen. That would be adequately safeguarded in the rest of 
the bill. 

Mr. Dwyer. No ; it would not. 

Mr. Cohen. Certainly it would, because the zone limits would 
protect it. 

The Chairman. I think we are getting into details, gentlemen. 
You are consuming considerable time on them and you can work 
them out later. 

Mr. Cohen. Mr. Chairman, I said you were not responsible for 
the question you asked and I will say with all due respect to the 
Senator from my State that he is responsible for introducing this 
matter and I am not. I will stop here, sir, with the suggestion that 
there are other matters of detail I would like to be free to present. 

May I present on behalf of the commission Mr. Murray Hulbert, 
one of the members of the New York Port and Harbor Development 
Commission, the present dock commissioner of New York, a former 
member of the Rivers and Harbors Committee of the Congress, and 
some of us in New York think probably the best informed man on 
this subject within our city? 

STATEMENT OF MB. MURRAY HTTLBEBT, DOCK COMMISSIONER OF 

NEW YORE. 

Mr. Hulbert. Mr. Chairman and Senators, it seems to me that 
Mr. Cohen has already pretty well covered all that can be said in 
respect of this matter. 

On the general subject of the port provisions there was a time when 
I felt competent to discuss the subject of free ports and free zones 
with almost anyone I met in the United States. That was at a time 
when I myself did not have enough confidence in the probable con- 
sideration of a bill and introduced in collaboration with the Senator 
from Texas a resolution calling upon the Secretary of the Treasury 
and Secretary of Commerce and Secretary of War to study and make 
a report to Congress as to the advisability of the establishment of free 
ports or, as we later called them, free zones, in this country. 

It has been said that there is not anything new in the world, but 
that things appear new to us only because they are brought to our 
attention for the first time. And surely the free-zone or free-port 
idea is not new at all, because of its successful operation in Germany 
and in Denmark and later in Spain and in other countries that are 
now preparing to inaugurate free zones, including Great Britain. 
But we have not given consideration to that question, perhaps be- 
cause following the war the problem which confronted us was the 
internal development and building up of our agricultural and com- 
mercial activities, and we allowed the shipping to drift to other 
nations to an extent that we found ourselves in the beginning of this 
war transporting less than 10 per cent of our own commerce in our 
own bottoms. 

Countless illustrations similar to those offered by the counsel to 
the New York and New Jersey Port and Harbor Development Com- 
mission could be given here to-day to illustrate the advantage of the 
establishment of free zones. I myself could recount a great many 
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that I have observed during my service as commissioner of docks 
and director of the port of the city of New York, because I live in 
the city of New York I prefer to give you one illustration taken 
from another section of the country. 

I am informed that the ore which comes from the Birmingham 
district when smelted with the Cuban ore makes the most indestruct- 
able steel. If you bring the Cuban ore into the port of Mobile you 
have to pay the duty on that ore. That money is taken out of the 
capital of the importer and the manufacturer and is put into the 
Treasury of the United States until such tjme as the finished product 
is exported and delivered in the foreign country, and then the appli- 
cation is made for the remission of that tax or duty, and in addition 
to the incident inconvenience which I am sure the merchants who 
will appear before you will point out, there is that consequent loss 
in the deprivation of the earning capacity of the capital for the 
period that the raw material is in process of transformation into a 
finished product, all of which not only tends to decrease the total 
production by American industry but at the same time adds to the 
cost of the production of the article and consequently penalizes the 
American merchant when he attempts to compete in the foreign 
market with the foreign manufacturer in the sale of the same article. 

During -my service as dock commissioner, and that covered a very 
considerable portion of the period of the war, one of my activities 
was to get on the docks of New York City for the purpose of facili- 
tating the movement of freight with the view of hurrying it up so 
that berths could be assigned for ships for the transportation of 
troops and supplies to the other side, and what I saw in that con- 
nection convinced me that there was absolutely need for a zoning 
system in the handling of freight in the port of New York in order 
to facilitate the turn around of a vessel and the consequent decrease 
in the cost of the handling of the cargo upon each ship, and I can 
not conceive of anything that would work more to that point than 
the authorization for the establishment of free zones where cargo 
brought into New York intended to be transshipped to some other 
point would be segregated, would not interfere with the handling of 
merchandise intended for transshipment to this country, and would 
facilitate more than anything else the disposition of cargoes with the 
rapidity which would increase the efficiency of our American mer- 
chant marine in carrying cargoes to and from the port of New York. 

There is only one thing in connection with this bill that I do want 
to make a specific point of. I have not, I am frank to say, had an op- 
portunity to analyze the bill as carefully as I would like to and there 
is a doubt in my mind from the discussion I have heard whether 
the proposal suggested by the gentleman from California does not in 
effect put a tax or a duty upon goods for export. 

Mr. Dwter. Not that I can see. 

Mr. Hulbert. I do not know that I want to take up time in the 
discussion of the general principles of this proposition beyond the 
fact that in addition to expressing my approval of the principles as 
a member of the New York and New Jersey Port and Harbor De- 
velopment Commission I expect also to express my approval as com- 
missioner of docks of the city of New York. 

Mr. McGuirk. I will call upon Mr. John W. Thomas, the vice 
president of the Great Lakes Trust Company, of Chicago. 
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STATEMENT OP ME. JOHN W. THOMAS, VICE PRESIDENT OP THE 
GREAT LAKES TRUST CO., CHICAGO. 

Mr. Thomas. Mr. Chairman and gentlemen of the committee, my 
attendance on this session to-day is in behalf of the Chicago district, 
Chicago, and the district tributary to it. 

As nas been stated, I am engaged in the banking business and 
represent in a specific way the Chicago Association of Commerce, 
and, I might add, in a general way the Mississippi Valley AlSSO- 
ciation. 

We in that district are very much in favor of the enactment by 
Congress of legislation such as is contained in this bill. Our in- 
terest largely is in connection with the facilities afforded by the 
bill in our export trade of bringing in raw materials, converting 
them into finished products in conjunction with some of our 
own domestic material, using the Ajnerican labor, and reexporting. 

The district in the Central West has developed foreign-trade ac- 
tivities during the last few years in very considerable Volume. As a 
matter of fact, where we in Chicago had possibly 75 or 80 concerns 
a matter of five years ago that were interested in foreign trade, we 
now have in the neighborhood of twelve hundred right in Chicago. 

The importance of that trade to the Mississippi Valley and the 
country as a whole is obvious to all of you. I am not going into 
details on the proposition. There are men more competent to handle 
that technically from the standpoint of its minutia. 

I do want to convey to you in as forcible a manner as I can the 
fact that the district I am representing is very seriously in earnest 
on this. It may not be interesting to you, but personally my pre- 
delictions are for protection. As the gentleman remarked, there are 
differences of opinion on this point. But as we are operating under 
tariff laws and tariff provisions of protection we feel that this legis- 
lation will amply protect the merchandisers and manufacturers of 
this country and still give us the opportunity of taking advantage of 
opening foreign trade that is now at our doors. We have got to 
make hay while the sun shines, gentlemen. To-day the opportunity 
for American commerce, as we look at it out there, is such as we have 
not had before and probably shall not have again. If we allow the 
opportunity to get into world trade in volume that now exists to get 
by until the central empires, England, France, Belgium, are in 
full production we may find the market door which is now open to 
us is relatively or actually closed. 

An important question which arises in connection with this free- 
zone movement has been asked at various times: What will be the 
attitude of the banker? . 

Now, I can speak authoritatively for no one other than myself and 
my associates and what the Chicago attitude will be, but I know 
that we would make as liberal advances on merchandise in ware- 
house in these free zones as we would under any other conditions in 
our own community. 

The security is absolutely, unquestionably based upon an efficient 
administration. # The only question in financing merchandise on 
warehouse receipts is the physical condition of the property and 
protection against fire and water hazards, rain and other damage, 
and the integrity of the warehouseman. 



FKEE ZONES IN PORTS. 21 

Now assuming that these zone operations are conducted, as the bill 
provides, under a public corporation, that public corporation to be a 
State or subdivision of a State, or of a municipality, and licensing 
concerns to conduct the activities, you have an unquestionable, un- 
challengable responsibility back of that warehouse. Now any prop- 
erty put in that warehouse, as long as you are secured and make your 
loan with the proper margin of safeguard involved in the hazard, 
and the market on the commodity, yo\i are protected and the condi- 
tions are no different, as I see, when in the free zone than they would 
be in a warehouse anywhere in the United States to-day that is 
properly managed. 

There ^is this advantage, however, to the importer who is using 
that free zone for his commodity : Assume, for instance, you have a 
commodity coming in that is to be incorporated in an American 
manufacture and shipped out in a finished condition again. We will 
assume that this raw material carries a 60 per cent ad valorem tax. 
If you put in $100,000 in that merchandise and bring it in on a 50 
per cent ad valorem tax you have immediately put onto that article 
a value, plus tax in the United States, of $150,000. 

Now based on the average margin of 15 to 20 per cent, to be ex- 
treme let us say 20 per cent, the advances that the commodity would 
stand on that basis on the part of financing the enterprise would 
be $120,000. 

Put that same commodity in a free zone and the merchandiser 
borrowing on precisely that same basis has only to have $80,000. In 
one case he has to have a margin in himseli of $30,000 based on 
$150,000 with a 20 per cent margin, and in the other case he only 
has to tie up in the thing $20,000. In other words, you save him 
that $40000.«pread between the net advances ex duty and the net ad- 
vances plus duty. 

Now that is a matter worthy of consideration to-day j gentlemen, 
in these times of increased units where the margin for turnover con- 
tains varying percentages of capital investment compared with 300 
ye*rs a^o running from 150 to 400. 

To do the same amount of business a manufacturer to-day has to 
have invested in his business a vastly larger sum, and we quite feel 
that this is an important matter for the consideration of you gen- 
tlemen in determining your action on reporting on this bill. 

The financing of this transshipping proposition will be done here. 
The goods come in here, they come into this free zone, they are under 
this control, and the individual who brings them in has to finance 
himself. That is obvious. 

Mr. McGuirk. As it is now, Mr. Thomas, the American buyer of 
foreign goods has to finance them abroad. 

Mr. Thomas. Yes. 

Mr. McGuirk. Whereas with this facility he will finance them at 
home? 

Mr. Thomas. Yes, sir; and another thing we in the West feel is 
an important factor in this, even assuming we bring in finished prod- 
ucts against raw material, it will float a certain amount of our sup- 
plies. 

Now I am told credibly, certain . goods are shipped from here to 
England — our own manufacture — that they can be laid down in Eng- 
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land at approximately the same price they can be laid down at cer- 
tain ports in this country; that in bringing them here in the free- 
zone proposition you can combine them with our own material and 
control that market. 

You know very well if you are manufacturing a certain line of 
commodities and it is not a complete line in so far as your line is not 
complete you give your competitor an opening to come in on your 
customers if he can give a complete line. Now, we have allowed Eng- 
land, France, and Belgium to build up complete lines against us. 
We are handicapped to that extent. 

If we can meet a certain demand for foreign products by filling 
into our own consignments of foreign goods we can, to use the ex- 
pression, float a considerable amount of our own commodities, whereas 
otherwise it would go entirely to the foreign trade. 

I think that is all. 

Mr. McGutrk. I will call upon Mr. William F. Collins, if you 
please, Mr. Chairman, the secretary of the committee on commerce 
and marine of the American Bankers' Association. 

STATEMENT OF MR. WILLIAM E. COLLINS, SECRETARY OF THE 
COMMITTEE ON COMMERCE AND MARINE OF THE AMERICAN 
BANKERS' ASSOCIATION. 

Mr. Collins. Mr. Chairman and gentlemen of the committee, in 
view of what has been said by those who have spoken previously, 
and particularly in view of what lias been said by Mr. Thomas, I 
will be very brief. 

I would simply like to state that this subject of free zones in ports 
lias been under consideration by the American Bankers'. Association 
though special committees for nearly two years. 

The early part of last year the matter was given attention by a 
special committee and the committee on commerce and marine in 
the association referred to it, particularly in its report which was 
presented last May at the meeting of the executive council of the 
association, and more recently in the report presented to the annual 
convention of the American Bankers' Association in St. Louis. 

The association as such has taken no action on the matter. It is 
simply following it and studying it with a desire naturally to co- 
operate in' any proper way in facilitating the foreign trade of 
America and perfecting, so far as it might be able to do so, any 
legislation. 

I would add in conclusion that my attendance at this hearing, 
which the association appreciates, is with the knowledge and con- 
sent of the general counsel of the association, Mr. Thomas B. King, 
and the committee on Federal legislation of the American Bankers' 
Association. 

Senator Fletcher. Mr. Collins, will you state briefly the sub- 
stance of the report of the committee? 

Mr. Collins. The committee, Senator, simply calls attention to 
the matter of free zones in ports as one that should be given due 
consideration. 

Senator Fletcher. Did not make any recommendation? 

Mr. Collins. It made no recommendations. 
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Mr. McGuirk. Mr. DeWitt Van Buskirk, who is a member of the 
New York and New Jersey Port and Harbor Development Com- 
mission will be next. 

STATEMENT OF ME. DeWITT VAN BUSKIRK, MEMBEE OF THE 
NEW YORK AND NEW JEESEY POET AND HARBOR DEVELOP- 
MENT COMMISSION. 

Mr. Van Buskirk. Mr. Chairman and gentlemen, I can add very 
little to what has been said by Mr. Cohen as the counsel for that 
institution, excepting this : New Jersey is heartily cooperating with 
New York in the matter of bringing about economics in the opera- 
tion of that port. 

This scheme or plan of development which they are studying and 
hope to put into operation through this joint board will have a very 
beneficial effect upon the entire country, because the hope is if this 
joint authority is going to be exercised it will eliminate the waste 
now taking place in that port ; it will create efficiency where possibly 
inefficiency now exists, it will coordinate the port, and whatever sav- 
ing is made will inure to the benefit of the shipper from the West as 
well as the foreign shipper. We, therefore, are in favor of this free 
zone because it is one of the elements that enter into that port study 
and one that our engineers and efficiency men say will be very helpful 
in increasing the efficiency of the port. 

I want simply to call attention to one thing in this bill: In the 
old bill, as I read it, and as Mr. Cohen has said, it confined the 
operation of the bill to one zone. We are very anxious, indeed, as the 
New York port will embrace both sides of the river; will embrace 
what now are ports of entry — Newark, Perth Amboy and New York— 
under one authority. We are very anxious indeed that there shall 
be no limitation put upon the port authority having the right to 
establish more than one zone in that port. It will be very necessary 
to do that, I think, as we see it, in order to create the best results. 
It might be necessary to have two zones; it might not be necessary. 
But we want the authority if this bill is passed to establish, if neces- 
sary, two zones in that port, or possibly more. But that is the only 
point which I want to make. 

I have nothing further to add except we hope to have this bill 
become a law because it will very much improve the conditions 
around our port and very much increase the importance of this port 
authority if it is secured from the two States, which we hope and 
expect. 

I would like to have you hear Mr. Church. 

Senator Fletcher. Mr. Van Buskirk, is your commission a unit 
for this? 

Mr. Van Buskirk. It is absolutely a unit for it. I think there is 
no dissenting voice whatever. What do you say as to that, Mr. Hul- 
bert? 

Mr. Hulrert. That is true. The commission unanimously ap- 
proves the principle and it appointed Mr. Van Buskirk and my- 
self to represent the commission here with the counsel. 

Mr. McGuirk. Maj. E. Cunningham Church, of the Chamber of 
Commerce of New York. 
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STATEMENT OF MAT. E. CUNNINGHAM CHURCH, CHAMBEE OF 
COMMERCE OF NEW YORK. 

Mr. Church. Mr. Chairman and gentlemen, this matter has come 
before the chamber of commerce, and a report was made by the 
committee on foreign commerce and the revenue laws at a meeting 
held January 3, 1918, and in summing up the proposition for the 
information of the members of the chamber before it was put in the 
form of a resolution there were six points which the committee de- 
sired to call to the attention of the members of the chamber that they 
might get a bird's-eye view of the matter, and as they all have to 
deal with the general subject and not with the particular details, I 
am going to read from them here. 

First. A free zone would facilitate the removal of imports from piers and 
from vessels, and thus relive congestion so that ships would arrive and depart 
more quickly. For instance, the loss of time in weighing imports, in selecting 
one-tenth part for the appraisers' stores as is required in some cases, and in 
meeting the restrictions which may be imposed on transfer of imports from 
vessels by lighter, would all be eliminated on goods landed at the free zone. 
When a ship ties up in a free port it is possible to unload the cargo without 
any customs inspection. 

Second. A free zone would make it possible to avoid the complications of 
bonding and drawbacks in the case of reexported goods. Under the present 
system, for instance, where imported goods are merely repacked in this country 
the importer goes through the elaborate details of paying duties and then is 
subjected to further red tape, expense, and loss in the process of getting the 
duties paid refunded in the shape of drawbacks. 

It is not the fact that he does not get the drawbacks back, but these 
complications in getting it. 

Third. The free zone would give the owner at all times control of his mer- 
chandise, which is an important advantage over the bonded warehouse system. 
The owner has free access to his goods at all times. Machinery may be 
assembled here. Manufacturing may be carried on, where domestic 
and foreign materials are combined, or otherwise. Show rooms may 
be equipped and goods sold to buyers therein. 

There is a good point in connection with that, that when the Grand 
Central Palace was built in New York City they had the right given 
by Congress that goods might be sent there by importers and ex- 
hibited; that is, they have a central point where goods can be ex- 
hibited in New York City, and those goods could be sent to the Grand 
Central Palace without paying any duties, provided they were sent 
back to the countries from which they came. 

Goods may be imported in bulk, split up, reassorted, or mixed up with other 
goods, and prepared for shipment as demand may arise in this country or 
abroad. 

Fourth. The free zone has financial advantages in that it would release 
capital now tied up by our customs regulations. Also, the more rapid move- 
ment of ships and cargo makes a more rapid turnover possible and a corre- 
sponding decrease in capital requirements. 

We were just speaking about the financing of goods at their 
European valuation and the financing of goods plus their customs 
duties. Not only is that a question of financing but a question also 
of the fire insurance policy you have to pay for. If your goods 
are worth $1,000 when they come in any you pay 50 per cent 
ad valorem duty, making them worth $1,500, of course, you have 
to carry that much heavier fire insurance with the increased 
premium. 
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Fifth. The creation of a free zone involves the building of large, specialized 
terminals with all modern appliances for loading and unloading, transshipping 
and warehousing, and, in some ports abroad, for light manufacturing. Fur- 
thermore, dry docks, repairing, and shipbuilding facilities are provided. This 
ail cuts down materially terminal costs, which usually constitute about 60 per 
cent of the cost of ocean transportation. 

That 60 per cent I imagine is the very lowest figure at which 
it could be placed. In many cases it runs far beyond that. 

Sixth. The establishment of free ports in this country will materially assist 
the United States to meet in foreign markets the competition for trade from 
free ports in Europe. 

Possibly if there were not other free j>orts that we have to com- 
pete with* we would not be at such a disadvantage in not having 
it ourselves. 

And will be a great aid to our foreign and shipping trades in the struggle 
for international business at the close of the war. 

In view of the advantages accruing from free ports, and in view of the 
necessity that every efficient and economic facility be provided for increasing 
our international trade and traffic, so that our immense mercantile marine and 
shipping industry now being built up may find employment in peace times, 
your committee is moved to recommend as follows: 

Resolved, That the Chamber of Commerce of the State of New York records 
its belief in the wisdom and necessity of establishing free zones at New York, 
and at such other ports as may be deemed advisable. The location, area, and 
equipment of these zones to be determined after Investigation by the proper 
authorities to pass on such matters. 

And that was unanimously carried by the chamber at that meet- 
ing. 

Mr. McGuirk. I will call Mr. Samuel Ulmann, of Joseph Ulmann, 
(Inc.), who will confine himself to the merchandising features. 

The Chairman. Where is Mr. Ulmann from? 

Mr. McGuirk. New York. 

STATEMENT OF MB, SAMUEL ULMANN, IMPORTER AND EX- 
PORTER OF RAW FURS. 

Mr. Ulmann. Mr. Chairman and gentlemen, I do not care to take 
up much of your time and I simply want to state at the outset that 
I am heartily in favor of a protective duty so as to protect our 
American labor and our American manufacturing industry. On 
the other hand I realize our firm having been engaged in foreign 
commerce since 1868, and having our own branches in most of the 
European and other foreign countries, the importance of the free 
zone or foreign trading zone proposition. 

If American industry is to take advantage of the opportunities 
that now present themselves, those engaged in foreign commerce 
must be absolutely competitive with our foreign competitors, and 
the only way in which we can compete in foreign countries is to 
purchase the products that they have in their original bulk form. 
Such purchases naturally include the purchasing of a large quantity 
of merchandise that is not suitable for our home market, and unless 
we have a free zone where goods that would pay a duty if brought 
to the United States can be handled free of all of the red tape of 
customhouse supervision, why, we are going to be noncompetitive. 

In favoring free zones I want to state that having our own 
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branches in Europe I have and can have no personal interest myself 
or selfish motive in advocating free zones, because where the goods 
have paid a duty in the past and at the present time we simply 
ship our goods to our London branch, or one of our European 
branches, and distribute them from that point, but I would like 
to see every American who has the energy and undertaking to go 
into foreign trade have the same privileges that we enjoy merely 
through the fact that we have these foreign branches, and I realize 
that they can not be competitive unless they have these privileges, 
and they can only be provided through the medium of a free 
zone. 

The Chairman. What is your business, Mr. Ulmann ? 

Mr. Ulmann. Importers and exporters of raw furs or dressed 
furs, as it may be, from all parts of the world and from America 
to foreign countries. 

The Chairman. Will you go a little into your method of doing 
business with your foreign houses? 

Mr. Ulmann. Yes; but that would apply in equal measure to 
every American merchant. 

; The Chairman. I understand, but I want you to go a little bit 
into detail for my information. 

Mr. Ulmann. Well, the idea is this: We go to Australia and we 
propose to purchase in Australia a million or two million dollars 
worth of their raw skin products of various sorts. Assuming now 
there was a duty, which there is not at the present time, but look- 
ing ahead, we might have a 10 per cent duty. Well, what would 
be the modus operandi then? We would have to buy these several 
million dollars worth of merchandise as collected by the farmers 
and traders and collectors throughout the country. It is not feas- 
ible to maintain an establishment out there by which we can grade 
and handle all these goods, so that the only method by whicn we 
can market these goods in competition with our English competi- 
tor, who has practically every port free, and in competition with 
the other countries which have free zones, is to ship these goods 
to the market where we can handle them and not bring them to 
the United States. 

The Chairman. In other words, if you want to get furs in Australia 
and distribute them throughout the world, you gather them there 

Mr. Ulmann. If there be a duty upon them, I could not bring them 
to the United States without a free zone; 

The Chairman. Without paying the duty? 

Mr. Ulmann. Without paying the duty. 

The Chairman. So you gather them in Australia and send them to 
one of your houses in England? 

Mr. Ulmann. We would send them over to London. 

The Chairman. And have them graded there? 

Mr. Ulmann. And have them graded there. 

The Chairman. And distribute from there? 

Mr. Ulmann. Yes, sir. 

The Chairman. If this bill pased, you could buy them in Australia 
and bring them to this free zone, and then send them out to the 
foreign countries? 

Mr. Ulmann. Yes, sir. That means that the free zone is not going 
to benefit the merchant who has enterprise and undertaking alone, 
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but he is going to be the medium of benefiting every man, woman, 
and child in the United Stated by supplying them with the direct 
materials for home consumption. 

Our practice heretofore has been to pay the German steamship 
company their freight and their expense of carting goods from Lon- 
don to Hamburg; there we have paid the charges of imports and 
expenses again. 

The Chairman. And you paid the labor necessary there? 

Mr. Ulmann. Yes, sir; then we reloaded them again in German 
ships to bring them to our shores and to bring what is not wanted 
for America to London to sell. 

The Chairman. Those are the details I wanted to bring out. 

Mr. Ulmann. Now, if you will give us a free zone and free ports, 
give American capital a chance to work, we will be able to bring 
those goods to our own shores, in the first place; we will avoid all 
these middle profits and we will be putting the money into our own 
coffers and our own steamship companies and into our own industries. 

Mr. McGuirk. And you will employ American labor? 

Mr. Ulmann. We will employ American labor and not foreign 
labor. So the benefits are all absolutely in favor of a free zone. I 
have been agitating this thing for five years. I have been making a 
study of it. I have found, Senator, our own American merchants 
did not awaken to the necessities or the privileges of a free zone 
where we have a high protective tariff, either for revenue or for the 
protection of commerce, as the case may be. I feel that our steam- 
ship companies will be benefited by the free zone, because goods will 
come here and we will, as merchants, naturally, like water seeks its 
own level, order the goods that- are to go to free zones shipped on our 
bills of lading and specify they are to be delivered in the free zone. 

If there is a small extra charge for lightering, etc., from the docks, 
that is not of any great importance and it will be paid. 

I believe, therefore, that the free zone in no way will interfere with 
the value of the docks as they exist now at any port of the United 
States. I believe, on the contrary, that experience will show us that 
we will increase our commerce to such an extent that there will not 
be dockage enough, even, after you have got the free zone proposition 
working. 

Mr. Dwyer. Mr. Uulmann, will you explain to the committee why 
these things you want to do under the free zone system can not be 
done under tlie present system of bonded warehouses and drawbacks ? 

Mr. Ulmann. The reason is this : The red tape which is essential 
under our present administration, for instance, of the bonded ware- 
house is so complicated that it is destructive to a large extent instead 
of beneficial to our doing business even with our neighbor Canada. 

Let me illustrate: For instance, if I receive an order — I will go 
back into the prewar conditions, when merchandise could be expe- 
dited, and all that — if I received an order from Canada for merchan- 
dise which I had in bond — and let us say we carried $200,000, $300,- 
000, $400,000, $500,000 of goods in bond— I can only execute that 
order from America provided our Canadian customer is willing to 
accept the original package, although the original package happens 
to contain three or four grades of goods, two of which he does not 
want. I can not ship those goods at all unless he will take the 
original package. 
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Mr. Dwyer. Why? 

Mr. Uhlmann. Because I can not unpack them and grade them or 
anything of that kind. He must take the original package. 

Mr. Dwyer. Under the present law you can not do that ? 

Mr. Uhlmann. Those tnings can not be done. 

Another thing is that, before I can get the permission from the 
customhouse to export this thing and before the merchant can have 
the necessary customs officials to go and examine the goods and see 
that the case contains what it is said to contain, rind seal it and make 
the return back to the customhouse, and before I can get the cus- 
toms receipt and get the expressman or the bonded warehouseman 
to come and take this case, and before I can land this case in Mon- 
treal and get the landing certificate, which is also required, I can 
cable the order to our London branch or our Paris branch and in- 
struct them to ship to Montreal these skins of a certain grade and a 
certain weight and those goods will leave there in 24 hours and 
go direct to Montreal, and they have no discriminatory duty, as 
there is from here, because now the Canadians must pay a duty upon 
the American duty. 

Now, I can not only, therefore, ship the goods from England or 
from France and land them there quicker, but I can ship them 
cheaper than I can from our own port. So that has killed our foreign 
commerce in that way to a large extent. 

Mr. Dwyer. That is, your foreign commerce from your New York 
house? 

Mr. Ulmann. Direct from American shores. 

Mr. McGuirk. And financed abroad. 

Mr. Ulmann. And financed abroad. 

I had a Canadian in yesterday who is interested in buying a quan- 
tity of dressed and dyed furs. Those goods are dressed and dyed in 
England, as happens to be the case. He says, " Why can't I buy them 
from you, direct shipment from London, because I can't take it out 
of your bonded warehouse; I have got to pay the duty in Canada 
upon that duty, and all the expense of handling those goods, and I 
can bring them direct from England for much less money." And he 
is right, and he can get them quicker. 

The next thing I want to say, gentlemen, is this: I believe, gen- 
tlemen, that if American foreign and domestic commerce is to pros- 
per, if Americans engaged in foreign commerce are to be competitors 
and have an equal chance with foreign countries, they must have 
foreign trading zones on our Atlantic and Pacific coasts. Such 
zones, in my opinion, will bring an absolute benefit to every Ameri- 
can citizen in every walk of life, because our industries will reap 
the benefit of direct importations in securing necessary foreign ma- 
terials at first. hand, avoiding, as is and has been the case, paying 
profits to foreigners who now enjoy and have enjoyed the benefits 
of what we seek to obtain. 

A free zone such as we are asking for will provide and build up 
our American marine with increasingly profitable business, the earn- 
ings being distributed to our citizens instead of toll being collected, 
as has been the case for all these years, and our money being sent 
out of our country in payment of marine charges and other expenses, 
Mr. Dwyer. To foreigners t 
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Mr. Ulmann. To foreign countries. It will be avoided. 

Our American banks have been establishing branches in many 
foreign countries and are engaged in establishing more branches. 
Now, those branches can not be successfully operated unless we can 
supply them with American commerce. Our dollar credits which 
we are talking so much about can not become profitable and of public 
utility for American use if we are not going to have foreign free 
zones, because we have got to have foreign markets or the bankers 
of Europe are again the ones to reap the benefit. 

Mr. McGuirk. And you will have to use foreign vessels? 
. Mr. Ulmann. You will have to use foreign vessels. 

Mr. McGuirk. Instead of the vessels of the Emergency Fleet 
Corporation ? 

Mr. Ulmann. Yes. 

If I may be permitted, Mr. Chairman, I would like to speak with 
reference to the bill, namely, section 2 — I will not read the whole of 
it because you all have it — it provides that the Secretary of Com- 
merce is to be authorized and to be given full power with reference 
to the location and creation of these zones and the management of 
them and the control over them afterwards. 

It seems to me, gentlemen, without wishing in any way to speak 
disparagingly of whoever the Secretary of Commerce may be, that 
we are making a terrible mistake if we place so vast a problem, so 
important a problem, in the hands of one single individual. I sug- 
gest and I trust you gentlemen may find some way of avoiding that 
control and that power being given to one man. It ought to be in 
the hands of more than one individual. 

Section 3, it seems to me that it is not necessary to really specify 
*vhat I am going to say in the bill, for the reason that it is apparent 
to all of us who know anything about foreign commerce or the 
manufacturing business that if goods are manufactured in bond, or 
in the free zone, rather, and they are then brought into the American 
market for home consumption, we all know that, of course, they will 
pay a duty according to whatever the tariff will be upon imported 
articles; but inasmuch as there seems to be so many individuals who 
lack understanding of what is contemplated and who naturally jump 
at the conclusion that this is a scheme of some sort which really means 
free trade, whereas it means nothing of the kind, it occurred to me it 
might be well in order to pacify them that some proviso be made 
by which goods manufactured in the free zone primarily, of course, 
for export should not be permissible of resale in the United States, 
excepting under an emergency case, and in that case possibly some 
legislation might be had which would permit of such goods being 
sold or supplied to the United States markets in a limited quan- 
tity and for a limited period. 

I mention that only because in my various arguments on this thing, 
and particularly down at Atlantic City last December at a meeting 
under the auspices of the United States Chamber of Commerce, that 
question came up, and a lot of them jumped to the conclusion imme- 
diately that if we were going to manufacture in the free zone it was 
going to put everybody else out of business. 

Mr. Dwyer. You see, gentlemen, that extends the principle of the 
authors of this bill one step further. 
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The Chairman. Yes, we are getting down pretty much to details 
now. 

Mr. Ulmann. Section 15, Mr. Chairman and gentlemen, it seems 
to me that some change ought to be made likewise in case of a dis- 
agreement as to what may constitute reasonable charges. Some-sort 
of an appeal must or should be provided for, so that justice may pre- 
vail and that arbitrary and unreasonable exactions may be elimi- 
nated. 

As I read the bill now, there would be no appeal from that, and I 
do not think that would be productive of good results, and I doubt 
very much whether it would not interfere very seriously and ma- 
terially with the raising of the necessary funds to provide these for- 
eign trading zones. 

Mr. McGuirk. After the permits are issued for constructive pur- 
poses, if the harbor rates could be changed at will by the Secretary 
of Commerce? 

Mr. Ulmann. Yes ; it seems to me some proviso of that kind ought 
to be made. 

I do believe this matter ought to be expedited, if there is such a 
thing possible, because if it were not •for the financial difficulties due 
to the war and the complications that exist at the present time in 
foreign countries, particularly in France, England, Germany, Bel- 
gium, and the Norwegian countries, I am afraid that we could be 
closing the door after the cow is out of the stable, unless we expedite 
this matter very much. 

I thank you, gentlemen. 

Mr. McGuirk. I will call upon the Hon. Henry Z. Osborne, who 
also represents the Los Angeles Chamber of Commerce. 

STATEMENT OF HENEY Z. OSBORNE, LOS ANGELES CHAMBER OF 

COMMERCE. 

Mr. Osborne. Mr. Chairman and gentlemen of the committee, the 
general purposes of the bill have been so fully stated that I will not 
enter upon them at all and confine myself to rather minor considera- 
tions and local considerations. 

I represent the Los Angeles Chamber of Commerce, a body of 
about 5,000 men interested and engaged in commerce. We have 
given considerable attention to this general subject of free trade 
zones. In fact, I made an investigation as president of the chamber 
some seven years ago on this subject and came to the conclusion then, 
of course, that we could do nothing without legislation, something in 
the line that we find now before your committee. 

We believe that there is to be, following the great war, a great 
expansion of the trade of the United States with foreign countries. 

On the Pacific coast we look across to the Orient and to South 
America very largely. We are increasing our foreign commerce very 
greatly, but we believe that the system of free zones that is con- 
templated by this bill will be an immense facility for doing that 
which we have in view. 

I will state that we have a city that has grown from, when I went 
there, 15,000 people to 600,000 people to-day, and we are naturally 
looking for commercial output for our manufactures, which are 
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now very considerable. We manufactured last year $360,000,000 in 
the city of Los Angeles, which is presumed to be largely a health 
resort. 

Now, I want to call attention to two or three things in connection 
with this bill. It is to be noted that these proposed zones are not at 
the expense of the Government. They are at the expense of the local 
communities which believe that they will be able to stand the great 
expense of constructing these zones with their necessary transporta- 
tion outlets or facilities and all of the things that will be required 
and are required under the bill before they can be opened. 

We are building a great merchant marine. We have built a great 
many ships within the last two years at our own harbor and so at 
every harbor on the Pacific coast and on the Atlantic coast. We must 
find means for the employment of that merchant marine, and we be- 
lieve that this proposed change— -I admit it is a radical change in 
our national policy, but it appears to me that such change is neces- 
sary — a very radical change — and we must employ this vast fleet of 
merchant vessels that we have brought into existence, otherwise you 
will see them tied to your docks and rotting afr your wharves unless 
something is done to keep that great fleet employed. 

Now, the gentleman who preceded me, Mr. Ulman, mentioned one 
or two things, and especially his reference to section 2 and that large 
discretionary power given to the Secretary of Commerce. I quite 
agree with him as to that, that as to some things in the bill it would 
be important that there be changes. I think that it is too great a 
power to put in the hands of one man. 

Gentlemen, I will not attempt to enter into the details of this till 
which have been so well presented by others who are more familiar 
with them than I am myself. 

Mr. McGuirk. Mr. R. S. Guilford, representing the International 
Mercantile Marine. 

STATEMENT OF MB. E. S. GTTILF0BD, OF THE INTERNATIONAL 
MERCANTILE MABINE. 

The Chairman. Where do you live? 

Mr. Guilford. New York. 

From what has been said you can be quite well assured that if 
this free zone is allowed by the Senate there will be an increase 
of commerce and, of course, from that viewpoint we are interested. 

Our ships at the present time are coming back one-fourth or one- 
half full or in ballast, and anything that may increase foreign 
business will be to our interest. 

The other thing is the quick removal of the freight from the 
piers under this system, and at present there is much delay in 
weighing and sampling goods which would be avoided if we had 
a free zone. 

I can not speak except from a personal knowledge. I do not 
represent the steamship interests, and it is entirely personal testi- 
mony I give in regard to this matter. 

I think that is about all, but we are certainly interested in the 
increase of commerce and the quick movement of freight from the 
pier. That is our interest and really our only interest in the matter. 
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Mr. Dwyer. Might I ask Mr. Guilford a question,. Mr. Chairman? 

The Chairman. Yes, sir. 

Mr. Dwyer. You speak of the delays caused by the congestion 
on the piers due to weighing and sampling. 

Mr. Guilford. Yes. 

Mr. Dwyer. Do you refer to the customhouse operations! 

Mr. Guilford. Entirely. 

Mr. Dwyer. In the separation of dutiable from undutiable 
goods ? 

Mr. Guilford. Yes, sir; goods can not be removed until they are 
weighed. 

Mr. Dwyer. And that results in delays on the piers that would 
be avoided under the free-zone system? 

Mr. Guilford. Absolutely avoided. 

Mr. Dwyer. And you could estimate in days, say, for a given- 
size 'vessel, about how much delay to the vessel is caused under 
the present system that would be eliminated under the free-zone 
system? In your testimony that you gave before the tariff com- 
mission you answered a question addressed to you by Commissioner 
Kent as follows I 

"Could you make an estimate of the average amount of delay 
that would be eliminated under the free-zone plan?" 

And the answer of Mr. Guilford is here given : 

" I should say four or five days, at least. 

"Commissioner Kent. For each vessel? 

"Mr. Guilford. No; but the cargo would be cleared from the 
pier that much quicker." 

Is that true? 

Mr. Guilford. Yes, sir. 

Mr. Dwyer. And in that way you facilitate the turn around of 
the vessel ? 

Mr. Guilford. Yes, sir. A steamer discharges her cargo and 
loads and sails immediately, and the next steamer comes in, and 
it might not have space to discharge and would be delayed waiting 
the removal of the cargo, which must have space to discharge and 
unload. 

Mr. Dwyer. In general, Mr. Guilford, comparing the freighting 
operations of ships under the present system with what you believe 
the freighting operations would be under the free zone plan, will you 
state whether or not the change would be beneficial and worth while 
to adopt the free zone plan for freighting operations? Is the change 
worth making, considering its cost? 

Mr. Guilford. It certainly would be a great advantage. 

Mr. McGuirk. Is not the question of the free time allowed ships 
at different ports always a burning one? That is to say, one reason 
for the allowance of free time to shipments arriving at ports, espe- 
cially the tramp ship, not so much the lines, is the delays consequent 
upon the entry of the ship into port? 

Mr. Guilford. Upon the entry of the ship and merchandise. 

Mr. McGuirk. Both the ship and merchandise and the unfamil- 
. iarity sometimes of the steamship captains with the customs regula- 
tions? 

Mr. Guilford. Yes, sir. 
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Mr. McGijirk. And there are delays on account of this lack of 
familiarity? 

Mr. Guilford. That applies to tramp steamers, etc., not so much 
to the liners. 

Mr. McGuirk. The time delayed in port is a very important ques- 
tion in the operation, is it not ? 

Mr. Gum?ORD. Yes, sir. 

Mr. Dwyer. Mr. Guilford, would this bill have any effect on the 
transshipping business of this country? 

Mr. Guilford. Indirectly. That is, the manufactured product 
from the free zone. In so far as that was transshipped that would 
be an increase in the business. 

At present we handle large quantities of merchandise transshipped 
to South America and Cuba. 

Mr. Dwyer. Do you think the free zone would tend to build up the 
transshipping business? 

Mr. Guilford. On the testimony of merchants I would be quite 
sure of that. Personally, I can not answer except they say it would 
increase the business. 

Mr. McGuirk. As ships under the free-zone policy would not have 
to enter or clear, would not that expedite the discharge and loading 
of cargoes? 

Mr. Guilford. As far as our particular line is concerned, that 
would not apply, because ours are passenger steamers. Of course, 
I might say it is a grave question whether the larger steamers would 
go to the free-zone berth. Many of them it would be necessary to 
put at our regular terminals, and then the question of the mer- 
chandise for the free zone would be handled by lighter. 

Mr. McGuirk. I am speaking more with reference to freighters. 

Mr. Guilford. Full-cargo steamers. 

Mr. Dwyer. Yes. 

The Chairman. About how many more witnesses have you? 

Mr. McGuirk. We have half a dozen more witnesses. 

The Chairman. How long will they take? 

Mr. McGuirk. Not very long ; about 5 or 10 minutes each. 

Senator Lenroot. If you make it short, we may finish at this 
hearing. 

The Chairman. All right, proceed. 

Mr. McGuirk. Emil P. Albrecht, president of the Philadelphia 
Bourse. 

STATEMENT OF ME. EMIL P. ALBRECHT, PRESIDENT OF THE 
PHILADELPHIA BOURSE. 

Mr. Ai/BRECftT. Mr. Chairman and gentlemen, I came down from 
Philadelphia this morning to simply make an appearance for prac- 
tically every commercial organization of Philadelphia in favor of the 
principle of free zones in the ports of the United States. 

When the Tariff Commission had its hearing in Philadelphia in 
January, 1918, there were represented practically every commercial 
organization and there was absolutely no sentiment against the free- 
zone principle, but there was, on the other hand, an absolute una- 
nimity of opinion from the business men, not simply the executives 
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of the commercial organizations, but from the business men engaged 
in import and export business in favor of such a proposition. 

Those organizations include the Maritime Exchange, which is very 
much interested, naturally, in the shipping question ; the Commercial 
Exchange, which has to do, as the Produce Exchange in New York, 
with grain, provisions, and articles of that kind. They are inter- 
ested not so much in the feature of the imports, because they have 
practically nothing to do with that, but by increasing, as the free 
zone would, and as you have heard from other gentlemen this morn- 
ing, the amount of traffic coming to the port with such a free zone 
it means a greater amount of tonnage available for the export of 
grain, and in that they are very much interested. " 

The Chamber of Commerce, the Board of Trade, the Grocers and 
Importers Exchange, the Drug Exchange, and the Warehousemen 
were interested at the hearing at Philadelphia, and even the ware- 
housemen in reply to inquiries made by members of the Tariff Com- 
mission who were present said through their representative that they 
did not anticipate that it would be any particular harm to the ware- 
housing interests to have the free zone and the warehouses which 
would naturally be there-.- 

So far as my own personal views are concerned and those of the 
organization of which I have the honor to be president, they were 
sent in April of 1918 to your committee and to the committee of the 
House, and I think to every member, and in that we expressed our- 
selves unequivocally in favor of the free zones. 

My personal experience dated back some 25 or 30 years ago when 
I was in the manufacturing business, doing considerable business in 
Europe, which brought to my attention the fact that the free zone, 
particularly in Hamburg, where our principal agents were, was a 
most valuable adjunct to the carrying on of business in anycountry 
which wishes to do a business in goods which it imports, reexport- 
ing them to other countries, because we shipped to our agents in 
Hamburg in large quantities; those goods were there in the free 
zone taken out of the original packages and packed up together 
with goods from other manufacturers in the State, and shipped to 
the surrounding country. And it also enabled them, of course, to* 
handle their trade in Germany to much better advantage than they 
could have outside of the free zone had they been compelled to hold 
them in their own warehouse and pay the duties on them long be- 
fore they had occasion to ship them out to their customers. 

I do not think it is necessary after a great deal that has been said 
here to go into the details of what free zones mean. 

I would be very glad to answer any questions on that subject, but 
with respect to the bills which are before both the House and the 
Senate — I have not studied the Senate bill as closely, as I did not 
have a copy, as I have the House bill, which I think is practically 
the same thing. 

The Chairman. We pointed out the differences in the start of the 
hearing. 

Mr. Albrecht. Unfortunately I was not able to get here at the 
beginning of the hearing. But I must agree with the remarks made 
by several of the gentlemen that there are in the bill a number of 
points that I think should be corrected and can easily be corrected. 
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In the first place, in the first section, where it refers to a law- 
fully authorized public agency of a State or municipality : If that 
is simply to be an organization or a corporation to which the powers 
of the city or State are to be turned over for this particular pur- 
pose, including the power of condemnation, that is one thing. 

The Chairman. Let me suggest this about the details. We have 
tried to shut them out so far, and I suggest that you gentlemen 
who are friendly to this proposition see if you can not get together 
with reference to these details and submit your conclusions to the 
committee later on and let us finish this general statement with 
reference to the proposition. 

Mr. Albrecht. Very good. I was uncertain as to whether the 
hearings were to take up the bills in detail or simply the general 
proposition. 

The Chairman. No; when we started it was the understanding 
that we would go over the general proposition to-day. 

Mr. Albrecht. Then I apologize for even bringing it in. 

The Chairman. Oh, that is all right. 

Mr. Albrecht. I simply want to register the firm, strong opinion 
of every commercial organization in the city of Philadelphia, and 
a great many interests who are not exactly connected with them, as, 
for instance, the railroad interest. Coming down on the train this 
morning I talked to the vice president, Mr. Dixon, of the Pennsyl- 
vania Railroad. He expressed himself and their system as being 
undoubtedly in favor of such a free zone in the ports of the United 
States. 

Mr. McGuirk. It means increased tonnage. 

Mr. Albrecht. It means increased tonnage without a doubt and, 
as pointed out by him, and as I would like to point out, I think 
under the law every port shall have an equal right to secure such a 
zone, provided it complies with all of the reasonable regulations 
which are laid down in the bill. 

Mr. McGuirk. That is taken care of in the bill. 

Mr. Albrecht. I do not think there is anything further that I 
can add, except I have to repeat myself a lot that has been said by 
the others; but if there is any question to ask I would be glad to 
answer it. 

Mr. Dwyer. Mr. Albrecht, does this free-zone system in any de- 
gree or manner derogate from the protective idea in the American 
customs policy? 

Mr. Albrecht. In my judgment, absolutely not, and if it did I 
would not be here advocating it. Philadelphia is rather a strong 
protective-tariff center, and I can not see either in the theory of the 
bills as they have been drawn up or in the practice of it that it can 
be anything else but a favorble adjunct to a protective-tariff system. 

Mr. Dwyer. And a very necessary adjunct 1 

Mr. Albrecht. A very necessary one, if you want to increase the 
business of the country. 

Mr. Dwyer. In order to get rid of our surplus manufactures it is 
a very great advantage? 

Mr. Albrecht. Yes, sir. 

The Chairman. We will not be able to finish this to-day, gentle- 
men, and a great many of the members have had to go and you will' 
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want a hearing in the morning, and I suggest — and this is only my 
suggestion — that to-night and this evening you get together on these 
details so as to be able to suggest in the morning, after the general 
features have been concluded, your conclusions as to them. 

The committee will meet to-morrow morning at 10.30. 

Mr. Albrecht. May I just interject one thing, and that is, that that 
one principal feature in the bill giving practically unlimited po\ver 
and discretion to one man — I would like to get that into the record — 
that we feel that would be unwise. 

The Chairman. I introduced a bill myself where I excluded that 
feature, and I expressed my own views at the time I did that. 

Mr. Dwyer. We are all in accord on that. 

Mr. Albrecht. Thank you. 

(Whereupon the committee adjourned until 10.30 o'clock to- 
morrow, Saturday. October 11, 1919.) 
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SATURDAY, OCTOBER 11, 1919. 

United States Senate, 
Subcommittee of the Committee on Commerce, 

Washington, D. C. 
The committee met, pursuant to adjournment, at 10 o'clock a. m., 
Senator Jones of Washington presiding. 
Present also : Senators Lenroot, Sheppard, Fletcher, and Calder. 
The Chairman. Mr. McGuirk, are you ready to proceed ? 
Mr. McGuirk. I am ready to proceed, Mr. Chairman. 
I will call on Mr. Austin W. McLannahan, president of the Export 
and Import Board of Trade of Baltimore. 

STATEMENT OF ME. AUSTIN W. McLANNAHAN. 

Mr. McLanahan. Mr. Chairman and gentleman, the phase of this 
situation which was not discussed yesterday, apparently in detail, was 
its international aspect. 

Of necessity, we must do more trading in the future than we have 
done in the past if we are to enable our debtors to pay off debts. We 
must import more, and on account of the fact that our manufacturers 
are better equipped than ever before for export trade, we must export 
more. 

England has had the advantage of a perfect condition in the mat- 
ter of trade. They are all free ports. With free gold they have the 
best banking system in the world. Germany overcame her handi- 
caps by her efficiency, by the introduction of the free ports, and by 
their great cartel system. The other countries in Europe are look- 
ing into this question of free ports — Spain and the Scandinavian 
countries — and England, I understand, is considering the possibility 
of having a protective tariff, in which event she expects to make some 
of her ports free ports. 

The tariff policy of this country is such that in 1913 about 46 per 
cent of our imports were dutiable. It is to be presumed that policy 
will be maintained in a greater or less degree. We therefore have 
the alternative of doing what other countries have done in order to 
keep up with them — having free ports in order to facilitate free trade 
to the greatest degree — or of maintaining our present attitude. 

It seems to me that from an international standpoint we ought to 
consider the attitude of f6reign countries who have had an oppor- 
tunity to study at close range the benefits of free ports and who 
are apparently practically unanimous in their desire to establish 
free ports in their own country. Another phase of the situation is 
that the United States has gone into' the shipping business on a very 
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large scale. The necessity for a quick turnover is obvious. Yester- 
day it was called to your attention that 60 per cent of the cost of 
operating a boat is its terminal costs. Manifestly, the more quickly 
a boat can be loaded and unloaded, the more money it can make. 
That means that boats under the United States administration can 
make that much. more money if they can be quickly handled. 

The Chairman. Of course, those advantages would all accrue to 
the foreign ship also. 

Mr. McLannahan. That is quite true; but it makes for increased 
trade, for quicker movement of trade, which is the vital thing. 

Mr. McGuirk. It clears the wharves in the ports quicker and cuts 
down the free time. 

Mr. McLannahan. Yes, sir; makes quicker handling and, there- 
fore, more profits for all concerned. 

The Chairman. I understand that; but I want to call attention 
to the fact that that is an advantage that goes to foreign shipping as 
well as to our shipping, and unless we get some policy that will 
maintain the shipping w# are in a few years going to be in the same 
condition we were when the war broke out — without any American 
ships. 

Mr. McLannahan. Yes, sir; and we are hopeful we will get that 
policy. 

The third point that I want to make briefly is this, that in the 
United States, according to European standards, there are no modern 
ports, with the possible exception of New Orleans. 

As you all know, the congestion in New York has been such that 
ships have been loaded and unloaded in midstream, and New York 
realizes as well as the other ports of the country how they have been 
handicapped by lack of proper facilities. All our port cities are 
aware of their handicaps in this respect, and I think I am safe in 
saying that all of them are making preparations to overcome these 
handicaps. They want to develop their ports and equip them in 
the most modern way, but in order to do that it is essential that 
they should know what the attitude of Congress is going to be in 
the matter of free ports because necessarily that would be a part of 
their port plans. 

New York has very elaborate plans. In Baltimore we are hoping 
to develop our ports and it is a very vital matter for the ports at this 
time, embarking as they are upon new developments, to know 
whether or not we may have free ports. 

I can not emphasize that too strongly, because I feel that will be 
concurred in by the representatives of all the ports in this country, 
the necessity for getting quickry what we may expect in this matter. 

I do not know as there is anything further to be said. 

Mr. McGuirk : Mr. W. M. Brittain, Mr. Chairman, Secretary of 
the Import and Export Board of Trade of Baltimore. 

STATEMENT OF MR. W. M. BRITTAIN, SECRETARY OF THE IM- 
PORT AND EXPORT BOARD OF TRADE OF BALTIMORE. 

Mr. Brittain. Mr. Chairman and gentlemen : It seems to me that 
the solution of this question has brought into sharp conflict the pro- 
tectionists and free traders. I realize to discuss protection and free 
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trade is almost like discussing religion, and yet it is a question we 
have got to face and we might as well face it manfully. 

I came here as a consistent high protectionists, as a consistent 
member of the Eepublican party, and yet I came here in favor of 
free zones, and I am going to justify my attitude. 

I want to make it clear before the committee that I am not con- 
versant with every phase of this subject, I do claim to know some- 
thing about shipping. My life has been spent in the shipping 
business, so much so that my record, if I were to relate it, probably 
reads like a page from the Nautical Register. But just to justify 
my right to come here and talk on the subject I will give you a 
short sketch of what I have done. 

In the first place, I was brought up in a shipping atmosphere. 
1 was raised on the Clyde, up to the present war, the greatest ship- 
building center in the world. My father was a shipowner, my 
father's three brothers were captains of ships, I had two brothers who 
were ship officers. I have been in the commercial end of it with the 
Cunard Line in Liverpool, with the Old Dominion Steamship Co. for 
over 25 years in New York City. I have represented the United 
States Government as a special expert at the peace conference. I 
have been secretary of the Ocean Steamship Association for seven 
years, that association comprising all the substantial lines in the 
United States of America. 

I have taught shipping in the College of the City of New York, 
the New York University, and I am now teaching it in Johns Hop- 
kins University, and my present occupation is that of general man- 
ager of the Export and Import Board of Trade of Baltimore. 

I do not wish 3 7 ou to understand I am here in any representative 
capacity. I neither represent the American Steamship Association 
nor the views of the Export and Import Board of Trade, of Balti- 
more. I come here as an individual. 

Now, I want to justify my attitude as a protectionist in favoring a 
free-zone system. It is a fundamental axiom in debate to concede 
everything your opponent claims that you know you can not combat, 
und the ablest protectionist writers in this country recognize that, 
and taking advantage of it have from time to time conceded that the 
protectionist idea, while it is a splendid thing to protect the home 
market, has its weak links, and that one of the weakest links is the 
destruction of American shipping. On account of that protectionists 
have from time, to time made amendments or made concessions in 
the protectionist system, such, for instance, as this : In the first place, 
protectionists have always said we want the protection for home 
market, but we are not going to have any duty on anything that we 
do not produce ourselves. The consequence of that is that over 50 
per cent, although I am not positive of it — I am not an expert on the 
tariff — but I think about 50 per cent of our exports come in untaxed. 

Mr. Smtth. Seventy-five per cent. 

Mr. Brittain. Seventy-five per cent. 

In the next place, all of the materials that go into the construction 
of a ship intended for overseas trade are admitted free of duty. 

In the third place, we concede the bonded-warehouse principle, 
which admits free of duty goods that are to be reexported. 
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Now, the principle of the free zone is just an extension of the 
principle of the bonded warehouse, and as a protectionist as this is 
no menace to the principle of protection I am in favor of the free 
zone. 

I claim, as I say, no special ^knowledge on any subject outside of 
shipping and the correlated activities, but I want to say right here 
that it seems to me this is not a question that should worry Congress 
very much ; that this is a question that should worry, if it did worry 
anybody, the local municipalities. So far as Congress is concerned 
we are only asking you to do what you have already done; that is, 
you have given us the bonded- warehouse principle. Unfortunately, 
on account of the technicalities that hedge about the bonded- 
warehouse principle, it is not found to be as serviceable to the com- 
munity as the free-zone principle would be. I will even go further 
than that and say I do not claim as much for the free-zone idea in this 
country as most advocates of the free-zone principle do. 

In the first place, I do not think it will ever affect the trade of 
the United States as much as the free zones in Germany and Sweden 
have affected the trade in Germany and Sweden, for this reason : This 
country is largely an exporter of raw material. Germany and 
Sweden are largely importers of raw material. 

In the next place, Germany has lower costs than we have, and so 
has Sweden. To take Germany alone, this lower cost enabled Ger- 
many to manufacture goods for the adjacent countries which have 
a very vast population compared with the countries we would expect 
to reach, hot only a vast population, but a population with a much 
higher standard of living than they have in South America and the 
West Indies, at any rate, and for that reason, with a greater pur- 
chasing power. 

I think the mistake that is made by the advocates of the free zone 
is by claiming too much for it. But I do think it would be a facility 
for the commercial centers of this country. 

I attended a hearing yesterday in another part of the Congress 
and a gentleman got up and strongly opposed the free zone system 
because it would not help the manufacturer; it would only help the 
merchants. He had a very good help with a high protective tariff 
and he was opposed to the commercial men getting any assistance 
at all because it did not help him. 

You can see the inconsistency in a moment of any such argument. 

Now, protectionists have admitted from time to time that the pro- 
tection theory — I am talking now about able protectionists; I am 
talking about intelligent protectionists, the best writers, who know 
they are addressing an intelligent community and not merely the 
masses, the e pluribus unum, but that they have got to convince the 
intelligent community that protection is good for the whole com- 
munity, and able protectionists will tell you to-day protection has 
undoubtedly had a detrimental effect on shipping. 

Up to the present war only 9 per cent of our exports and imports 
were carried in American bottoms under the American flag. Now 
we have a chance to get into the shipping business. 

The Chairman. I think one of the great troubles in that is that 
we have not applied protection to our ships. 

Mr. Brittain. I was just coming to that. 
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In the first place, protectionists have said — I was going on to say, 
here is the weak link in our protectionist argument. On account of 
our large export of the raw material, particularly the cotton and the 
grain, the products of our mines and our forests, we have been 
largely an exporting country. The intelligent protectionist will say 
to you, I know right away, that by raising a high tariff law vou can 
not bring progress, and I want to tell you as a practical shipping 
man, you can not conduct a successful business and carry freight 
one way against the other fellow who can carry freight both ways. 
It is impossible. 

Now, the able protectionist writers will tell you that policy has 
not only injured us in our attempt to restore the American flag to 
the ocean, but has also been the means in raising rates from America 
in competition with foreign countries. 

I will give you just one specific instance. Supposing there is a 
railroad going to be built in New Zealand, and supposing we have 
got the chance to supply the steel for that railroad, the man is going 
to build the railroad is figuring down to the last cent of a margin, 
and he asks for bids from the steel producers of the United States, 
ixom the steel producers of Germany and from the steel producers 
of England, and he finds out when he gets to the freight broker he 
says: "I will carry these goods so much cheaper from England 
and from Germany than I will from the United States, for this 
reason, that we have to send a ship to the United States in all prob- 
ability, and we will have to send her either wholly or partially in 
ballast. We do not have to do that to England or Germany. They 
are great importers of raw material. The United States is not a 
great importer of raw materials. The United States is an exporter 
of raw materials and an importer of verj^, very little. I have been 
talking undei* normal conditions. 

Now, you can naturally see how the Englishman and the German 
is at advantage as compared with the American merchant in getting 
his shipment to New Zealand. He has got to pay a higher rate of 
freight. I just cite that as one case. 

The Chairman. Will you point out. Professor, how this free zone 
will meet that situation ? 

Mr. Brittain. I am coming to that. 

In the exigencies that have arisen owing to the recent war we have 
got a chance, on account of the scarcity of shipping, on account of the 
raising of costs in Europe due to the war, to compete, at least for- a 
while, with Great Britain in her shipping. 

We are going to establish lines from the United States. The Ship- 
ping Board has announced its intention of establishing lines not only 
from New York but from Baltimore, from Norfolk, from New Or- 
leans and other ports. We are going to establish regular lines to 
European pouts, and I anticipate this as a result of that, that on ac- 
count of the scarcity of shipping from Great Britain, we will take 
a port like Baltimore — I am primarily interested in Baltimore and I 
am going to leave New York out of consideration. I have 
something to say about New York later on. I am going to take 
a port like Baltimore, and the same thing would appljr to Norfolk 
and to New Orleans. But Baltimore I will take as a basis for this. 

We will say there will be 10 lines out of Baltimore to the whole 
of the European ports. I understand the Shipping Board has just 
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exactly such a program in contemplation. Now, in order to under- 
stand the effect of that on these 10 lines you must bear in mind that 
the shipments to the Far East hitherto, shipments to China, Japan, 
Australia, and the Philippines, have been through the ports of Liver- 
pool and London alone; that is, the shipments of manufactured 
goods. I am talking about high-class freight, not bulk freight. I 
am talking about shipments that pay a high rate of freight. Now, 
these shipments do not all originate in London or Liverpool. They 
are neither of them great manufacturing cities. The manufacturing 
center of England is probably within 10 miles of Manchester and 
Birmingham. 

How long am I allowed ? 

The Chairman. Mr. McGuirk has charge. 

Mr. Brittain. I thought perhaps I was taking up too much time. 
But I want to make this clear. 

Those shipments originate in the interior of England and they 
come down either by rail or by coastwise steamer at high rates of 
freight to London or Liverpool. And, bear in mind, gentlemen, that 
the rates of freight by railroad in England, and the rates by coast- 
wise vessel are in no way comparable to our water rates and our rail 
rates. We have the lowest water rates and rail rates in the world. 
It is quite an expensive item, that transportation on these goods to 
London and Liverpool. 

The cargoes are assembled at London and Liverpool and taken by 
way of the Suez Canal — particularly I have reference to the Far 
Eastern countries of China, Japan, Australia, New Zealand, and 
the Philippines to which the difference in the distance between New 
York, or between even Europe, by way of the Panama Canal, and 
Europe by way of the Suez Canal, is not so great. In fact, I think 
to New Zealand it is less by way of the Panama Canal than by way 
of the Suez Canal. 

Senator Fletcher. How about the Dutch East Indies? 

Mr. Brittain. That would also apply, only they are so much nearer 
by way of Suez than by way of the Panama Canal. Take Singapore 
and Panang and down to the Straits Settlements. 

Now, these cargoes are sent by rail or coastwise, we will say from 
Glasgow, from Leeds, from Hull, from Bristol, all the way to London 
or Liverpool. They are taken out to the liners that are going out to 
the East, which just now, as I say on account of scarcity of shipping 
are charging enormous rates. 

Now, we are going to put these ships in next month from Baltimore. 
I am not talking about something that is going to take place two or 
three years from now, but the Shipping Board has announced its in- 
tention of putting them in next month. 

That ship can get a full cargo from Baltimore to Bristol, Hull, 
Cardiff, etc., but can not get a full cargo back. But she can go to 
a freight broker in each one of those towns and say you have 400 
tons in Hull, say, to go to London and then to the Far East. Why 
not let me take that out by way of Baltimore? This fellow is 
•charging you a big rate and I will charge you one-fourth or one- 
half of what he is charging, and I could afford to do it for a trip 
clear out to Baltimore because it would be clear velvet. I have only 
a half a cargo, maybe I go back practically in ballast. I can bring 
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this cargo into the free zone in Baltimore and reship it consigned to 
Australia or New Zealand ; it has not more extra handlings, for this 
reason, although I have to discharge it in the free port in Baltimore 
and reload it again onto the ship going to China, New Zealand, etc., 
you have to do the same thing in shipping from Hull to London. 
You load in on cars or on a ship at Hull and unload it from the cars 
or from the ship in London, and load it again onto the ship going to 
China or New Zealand. 

Now, each one of those 10 lines in Baltimore is liable to get 400 
tons to this free port. That is 4^000 tons. 

Now, we are going to have a line out of Baltimore to China. 
Now, that ship going to China may have to go half full as an enter- 
prise to develop the trade. She will not have to go half full if 
these ships from France, Germany, and the Mediterranean ports 
bring in these small lots to the port of Baltimore and discharge them 
at this free zone and send them on. 

Now, at first that will only mean that it will increase th« amount 
of labor in these free zones, but there is a psychological factor in it, 
and that is this: If you wait until the present dearth of shipping 
is overcome you can not get that fellow. He will have lots of ships 
to take out all that freight to the eastern countries by way of the 
Suez Canal, and you can not convince that fellow in the interior of 
England, you can not convince that fellow in the interior of France, 
you can not convince that fellow in the interior of Germany to ship 
by way of this country. . Now, we have a chance of getting him into 
the habit of coming this way, and after he gets into the habit of com- 
ing this way it is the simplest thing in the world to keep him coming 
this way. 

Mind you, gentlemen, the New York Harbor has been built up 
that way. Not because of the facilities. 

Now, at first these shipments will come consigned direct. That 
only means an increase of labor. But later on they will not come 
consigned direct, but will come consigned to Baltimore merchants 
for reshipment to the East. That wiU give the banker business, it 
will give the importer and exporter business, give the broker business. 

Now, the objection to that is this, th$t the fellow who ships direct 
from London or Liverpool the moment we do that will lower his 
fates. Well, will he ? It does not mean he would have to lower his 
rates, for the 400 tons from Hull, Bristol, or Cardiff, but he will 
have to lower his rates on his whole cargo, and he is not going to 
io it. 

We have a concrete case in the Manchester Canal. The immediate 
consequence of the opening of the Manchester Canal was the reduc- 
tion of port dues at Liverpool. Anybody who goes up the Man- 
chester Canal knows that the reduction of port dues at Liverpool does 
not mean that Manchester has suffered one iota, because Liverpool 
<50uld not afford to lower its rates so low as to meet this Manchester 
competition. They would have to lower them on every ship coming 
into Liverpool. 

It is the same with Baltimore. They could not afford to lower their 
rates on their whole business to meet the diversion of these surplus 
cargoes. That is one possibility I would like to show you in the free- 
zone port of Baltimore. As a matter of fact, I think that the small 
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ports of this country are going to benefit from the free zone much 
more than the larger ports. 

Now, I want to tell you another thing: When our protectionists, 
recognizing the weak link in the protection argument so far as ship- 
ping is concerned, found a splendid weapon at their hands and that 
was thfe weapon provided in the year 1815, long before we had pro- 
tection—well, not long before, but shortly before we had protection 
upbuilding the manufacturing of the country. I think Mr. Jefferson, 
who was a free trader, was responsible for the act confining the 
coastwise trade to ships built in America and keeping foreign com- 
petition out. 

That was one of the grandest pieces of legislation that was ever 
enacted in this country, but strange to say, about five years ago that 
principle came very near being defeated. The question came up in 
Congress and it just hung in the balance in the United States Sen- 
ate as to whether the coastwise trade would be opened up to foreign 
competition, the effect of which would have been that we would have 
had no American ships trading up and down the coast. We would 
have had foreign ships coming in with partial cargoes and topping 
out from our ports and the American flag would probably nave 
entirely disappeared from the ocean. 

Now that was a weapon we had. The protectionist says we have 
protection to a certain extent in the coastwise trade, then they advo- 
cate protection to American ships by way of subsidies and subven- 
tions, which lasted for a while, and the country got dissatisfied with 
it largely because of the fact the measures adopted for subsidies and 
subventions were false. Other measures have been advocated, such 
as the discriminative duties, the rebate on duties on goods carried in 
American ships in foreign trade. The protectionists have also advo- 
cated large mail subventions. 

I want to say right here that if it had not been for those large mail 
subventions keeping those lines in existence trading to Cuba, South 
America, and across the ocean, we would have been in a bad fix when 
the war broke out. 

I want to tell" you this: It is less than six years ago when an at- 
tempt was made to open up the coastwise trade in this country to 
foreign competition. I think any man who advocated that to-day 
would be ordered placed against the wall and shot. 

It was the grandest object lesson to us during the war. 

There is a lot of moonshine about German shipping. There has 
never been a time in the history of the world that German shipping 
has ever exceeded 5,000,000 gross tons. Do you know, gentlemen, 
that the tonnage of the United States was over 8,000,000 tons when 
the war broke out, and that England's tonnage was 20,000,000 gross 
tons, and we were ranking as the second maritime nation in the 
world? It is true the largest part of that shipping was coastwise. 
It is also true 90 per cent of German shipping was deep sea, owing 
to the fact that Germany has almost a negligible coast line, and out- 
side of the Baltic trade her shipping is entirely engaged in deep-sea 
shipping. 

Germany had large steamers plying to New York and South 
America and the East Indies and Australia. She never was much 
as a cargo carrier as a competitive factor with Great Britain. 
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Lest you might think we were not a shipping nation I want to read 
this, and in conclusion I just want to tell you what kind of ships we 
have in the coastwise trade, and every one of those ships capable of 
crossing the ocean when the war broke out was pulled off the coast- 
wise trade and sent across the ocean. 

When the war first broke out we considered we were not involved 
in. the quarrel, and when we got in the war we found .we were en- 
gaged with two of the greatest shipping countries in the world and 
pulled in our coastwise shipping. 

I want to give you some of the distances between American ports 
to and from which our steamers operate direct and the size of the 
ships employed: 

New York to Honolulu, 6,700 miles, 12,000 gross tons. 
, New York to San Francisco, 5,217 miles, 12,000 gross tons. 
San Francisco to Honolulu, 2,091 miles, 12,000 gross tons. 
San Francisco to Alaskan port, 2,000 miles, 3,500 gross tons. 
New York to Galveston, 1,742 miles, 6,000 gross tons. 
New York to Porto Rico, 1,407 miles, 10,000 gross tons. 
New York to New Orleans, 1,344 miles, 10,600 gross tons. 
New York to Jacksonville, 979 miles, 4,500 gross tons. 
New York to Savannah, 708 miles, 6,200 gross tons. 
New York to Charleston, 736 miles, 4,500 gross tons. 
New York to Norfolk, 320 miles, 3,800 gross tons. 
Baltimore to Jacksonville, 772 miles, 3,600 gross tons. 
Boston to Savannah, 844 miles, 6,200 gross tons. 
Boston to Baltimore, 705 miles, 3,600 gross tons. 
Boston to Norfolk, 533 miles, 3,600 gross tons. 
San Francisco to Portland, Oreg., 400 miles, 5,000 gross tons. 

If anyone wants to ask me any questions I will be glad to answer 
them. I might say that on this subject I could talk all day. 

Mr. Smith. May I ask some questions. 

The Chairman. We are getting into details very much and do 
not want to prolong this, Mr. Smith. 

Mr. Smith. I am sure Mr. Brittain does not want to put on the 
record an erroneous statement, and he spoke of the subsidies to the 
ships in the Porto Bican trade. 

Mr. Brittain. I said mail contracts. 

Mr. Smith. There are no subsidies in the Porto Rican trade or 
the South American trade, except the Venezuelan line, which is very 
small. 

Mr. Brittain. When I said Porto Rican I meant the Ward Line 
not only to Habana but to Mexico. 

Mr. McGuirk. I will call Mr. W. O. Hempstead, of Baltimore. 

STATEMENT OF ME. W. 0. HEMPSTEAD, CUSTOMHOUSE BROKER. 

Mr. Hempstead, Mr. Chairman and gentlemen, I am engaged in 
business as a customhouse broker. 

Mr. McGuirk. State whom you represent, if you please. 

Mr. Hempstead. My firm is O. G. Hempstead & Son. We are en- 
gaged in the customs business and also I am engaged somewhat in 
the steamship business. 

The Chairman. What do you mean by saying you are engaged in 
the customs business? 

Mr. Hempstead. As a customhouse broker. We are licensed under 
act of Congress and therefore we are sort of public servants. We 
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are considered in the trade a necessary evil by many, owing to the 
many complications in dealing with the Government in the landing 
of foreign importations. 

The Chairman. Will you just state briefly, Mr. Hempstead, what 
the character of your business is, for the record ? 
Mr. Hempstead. Handling imports and exports. 
Mr. McGuirk. What associations do you represent? 
Mr. Hempstead. I represent the Chamber of Commerce in Phila- 
delphia, the Philadelphia Board of Trade, and the Philadelphia 
Bourse. That is my connection with trade organizations, and those 
organizations caused me to be here in Washington. 

My observation and study of the free-zone question arises largely 
from my connection with drawback work, goods which are manufac- 
tured in the States, particularly from foreign materials, and ex- . 
ported for the benefit of drawback. 

I consider that the free zone from that standpoint ultimately 
would be a large addition for any port that enjoyed the facilities of 
a free zone. I have in mind many lines which more than likely in 
the next few years could make use of the free zone, and some of them 
at least would. For instance, burlap, which is now on the free list, 
formerly was dutiable, largely used in the manufacture of bags. If 
Congress put a duty on burlap, manufacturers of bags would doubt- 
less take advantage of the free-zone territory, having their bags 
manufactured in the free zone, if it were possible. Now, I am just 
citing the bag question. Following the importation of bags, if they 
are dutiable under the regulations of the Treasury Department, it 
makes it quite expensive and burdensome on the manufacturer to 
follow the importation of burlap as it comes from a particular 
steamer. That has all to be cited and sworn to and proved to the 
satisfaction of the Government officials that the burlap came in on 
the steamer Kennelworth, we will say, and went toward the manu- 
facture of bags which went out on the steamer Abbotsford. You 
have got to follow that, you have got to keep that in your books, and 
that applies to every article which is manufactured partly from for- 
eign materials and partly from domestic materials and exported for 
the benefit of drawback. 

The Chairman. Would that not have to be done very largely in 
this free-zone proposition? 
Mr. Hempstead. That would be eliminated. 
The Chairman. Why? 

Mr. Hempstead. They could be manufactured in the free zone, I 
take it. 

Take the article of sugar. Sugar and tin plate are the two large 
commodities which are manufactured in the United States and ex- 
ported for the benefit of drawback. Perhaps 90 per cent of the 
drawback paid on those two commodities — it was prior to the war. 

The sugar drawbacks amount to a great deal of money. I think 
the American Sugar Refining Co. will have a million dollars at times 
in the hands of the Government awaiting payment on their draw- 
backs, and it takes considerable time, owing to the various customs 
regulations, before you can put yourself in shape to recover the 
money. For instance, the law requires 30 days from the time ship- 
ments are made before drawback can be paid, and then after that 30 



FREE ZONES IN POUTS. 47' 

days you have got to await the action of the Government officials in 
checking up and liquidating interest for the benefit of drawback. 
That takes time. 

The drawback clerk in the customhouse must have a stock of entries 
that high [indicating], and it would take him perhaps a month to 
clear his desk or to reach a certain drawback. So it may be two 
months. Tying up a million dollars for two months is a long time. 

I am not speaking for the American Sugar Refining Co., or any 
other refinery, although we do handle their exports for drawback — 
the Pennsylvania in Philadelphia, for instance. 

If the exportation of sugar from the United States continues on the 
same lines as during the war period, or anything like it, I believe it 
would pay the sugar refining interests to put up a refinery in the free 
zone. It would pay them to do that, because the Government, in the 
first place, retains 1 per cent out of the drawback, giving back 99 per 
cent, and you must bear in mind there are considerable expenses in- 
connection with the collection of this drawback, not only in the em- 
ployment of an intermediary, like a broker doing business with the 
customhouse and who tries to familiarize himself with the customs 
regulations, but there is a large element of expense in their own plant 
to keep track of their importations and where they go. 

You must understand that the sugar refineries sell to every Tom, 
Dick, and Harry. They have to keep accurate account of where their 
sugars go and give them a certificate of importation in order that 
the purchaser of the sugar, if he is going to sell it to a candy manu- 
facturer, can get the drawback paid to him on the exportation of 
his candy. He must have proper credentials from the importer be- 
fore he can be recognized in the customhouse. So all these expenses 
amount to considerable, and it is very trying on articles which are 
manufactured in this country and exported for the benefit of the 
drawback in small quantities. Many firms when they try to delve 
into^the situation from the Governmental standpoint and the require- 
ments which they make, say : " No, we won't be bothered with it ; we 
will saddle the loss." These conditions occur to-day. 

You take the candy people — Philadelphia that I am speaking 
for — they have a large number of very prominent candy manufac- 
turers and I dare say if they were given the privilege of manufactur- 
ing in a free zone their candies, some of them would take advantage 
of the free zone facilities and manufacture all of their candies in 
that free zone for export, because it must cost them 25 per cent of 
the rebate which they get back on imported materials like sugar, in 
order to collect it owing to the Government regulations. Now the 
same, I think, could be said of tin plate that is made into tin cans 
for the exportation of oil. 

Philadelphia is a large center • they have many oil companies and 
large ones, like the Atlantic Refining Co. or the Sun and the Crew 
Levic people. Prior to the war shipments of tin plate came in by 
cargo. Now it would be a nice thing to unload a cargo of tin plate 
at a free zone port without advancing the duty on that entire cargo, 
because tin plate is only imported by the firms who are manufactur- 
ing the tin into tin cans for export. We have not for 10 or 12 years 
used commercially imported tin plate, or tin plate from Swansea. It 
would seem to me that the oil interests would endeavor to make use 
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of a free zone port if it were established there in Philadelphia for 
the exportation of their oil business. 

Then I have in mind the uses of the free port 

The Chairman. Now, let me ask you there, does that mean they 
would use imported tin plate to make cans to export their oil in 
rather than the domestic tin plate ? 

Mr. Hempstead. Well, that is what they do to-day. 

The Chairman. They do that to-day? 

Mr. Hempstead. They do that to-day, but they are obliged to go 
ell through this working and dealing with the Government in order 
to get the duty which was put on the tin plate when imported and 
exported under the drawback system. . 

The Chairman. That is what I want to Jbring out, that they are 
doing the same thing to-day. 

Mr. Hempstead. They are not doing the same thing to-day, be- 
cause owing to war conditions 

The Chairman. I mean in normal times. 

Mr. Hempstead. In normal times they would be importing tin 
plate from abroad to manufacture into tin cans to export their oil 
products. 

The Chairman. Do you think that with this free zone they would 
import more tin plate than they do under the present conditions? 

Mr. Hempstead. No ; I do not think that the quantity would enter 
into the question whatever. 

The Chairman. You think that the only effect would be that this 
would simply enable them to put their goods in foreign markets 
at less expense than now ? 

Mr. Hempstead. It would simplify their dealings with the United 
States Government. 

The Chairman. That lessens their expenses, does it not? 

Mr. Hempstead. That lessens their expenses accordingly. 

The Chairman. So we would be in better condition to compete 
in the foreign market than we are now? 

Mr. Hempstead. I think so. 

The Chairman. Without interfering with or displacing any do- 
mestic product ? 

Mr,. Hempstead. Any business in the United States. I would not 
advocate anything that has a tendency to interfere with the manu- 
facturing or business interests of our country. 

Senator Lenroot. I would like to ask you what you have to say 
as to the argument that is sometimes made that to give a manufac- 
turing privilege within the zone would give to the^e coast cities an 
advantage in export business over cities in the interior? 

Mr. Hempstead. That would be an advantage. There is no ques- 
tion about that. But it would not be to the disadvantage of the 
party in the Middle West, we will say, or in the Northwest, because 
they would be given an opportunity to take advantage of similar 
conditions right in their own territory at the nearest port of entry, 
or they might go to an eastern port and establish their business, just 
the same as the firms that are established, we will say, in any sea- 
board city, particularly Philadelphia, in the oil trade. We have a 
large number of oil refineries on our Delaware River. 

Mr,. McGuirk. Mr. Hempstead, may I ask you a question? Free 
zones may be established at interior points as well, may they not? 
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Mr. Hempstead. Yes ; the laws provide for that, because there can 
be no discrimination between one otate and another. 

Senator Lenroot. It must be a port of entry, though ? 

Senator Calder. You referred a moment ago to the importation of 
tin plate to be manufactured into cans. Now, those cans must be 
manufactured within the zone, must they not? 

Mr. Hempstead. Yes, sir. 

Senator Calder. Then would not the canner who preserves fruits 
or vegetables have to put his cannery inside the zone s 

Mr. Hempstead. That is for export? 

Senator Calder. Yes. 

Mr. Hempstead. Yes; he would have the same right and same 
privilege, and that is another industry ? and quite a large industry. 
There are hundreds of thousands of cases of vegetables going abroad 
every year in tin cans. 

Senator Calder. Or in the case of oil, the oil would have to be 
filled into the cans within the zone ? 

Mr. Hempstead. Yes, sir. 

Senator C a l° er - Or any other commodity that was being shipped 
in containers where the basis material came from abroad? 

Mr. Hempstead. Yes, sir ; that is true. 

Senator Lenroot. You say free zones can be established in the 
interior. What would be the practical difficulties where they have 
to be transferred from boat to rail getting them into the interior? 

Mr. Hempstead. The interior, Detroit! 

Senator Lenroot. I am speaking of the interior where there is 
transshipment from boat to rail to the zone. 

Mr. Hempstead. It would simply be a question of rail and water 
facilities getting the property into that zone. 

Senator Lenroot. How would it be followed from unloading from 
New York, for instance, a shipment by rail to Detroit? Would it 
follow that shipment throughout? Would it be carried in bond, or 
how would it be done? 

Mr. Hempstead. Precisely as shipments are forwarded from an 
interior port to-day that are exported for the benefit of drawback. 
We will take, for example — I can just mention Philadelphia, because 
I am familiar with the business of the firm I am going to mention, 
McAndrews, Forbes & Co. They are practically the only licorice- 
root importers in the country, and they manufacture licorice, and 
they sell it abroad. They ship it from their Camden plant up to 
New York in cars which are sealed by the United States Government 
and locked with locks belonging to the United States Government, 
and they go to New York largely, and they are shipped from there. 

Now, it requires the presence of a customhouse officer at their 
factory when these cars are loaded, and it likewise requires the 
presence of a customhouse officer at the port of arrival, and the 
customhouse officer in New York is required to see that the licorice 
is placed on board of the steamer, and he so certifies in writing, 
that he has witnessed the landing of the property described in the 
within entry on board of a certain steamer at the port of New York. 
That is the modus operandi at the present time. 

Now, whether it be Philadelphia or Camden or St. Louis or De- 
troit or points farther west it makes not a particle of difference. 

145561—19 4 
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They would have the same privilege taking merchandise from the 
free zone for export from New York as is enjoyed by the manu- 
facturers in taking goods from their plant under the drawback 
law to ship what we term in bond or under Government seal to the 
shipping point. 

Senator Lenroot. What would you say as to shipments in less- 
than-carload lots? 

Mr. Hempstead. Then the packages are corded and sealed. Every 
package in less-than-carload lots nas to be corded and sealed by 
a Government official. 

Senator Fletcher. That applies to outgoing shipments, but what 
about raw material arriving at the port in New York and going to- 
some point in Wisconsin, we will say ? 

*Mr. Hempstead. The raw material arriving in New York and 
going out West would more than likely go in bond. Most raw 
materials, however, are free of duty. 

Senator Lenroot. That was my question, wholly on imports. 

Senator Fletcher. Talking about zinc ores. 

Mr. Hempstead. Zinc ores are very troublesome at the present 
time. I know for the New Jersey Zinc Co. that we handle business 
for we are obliged to make an entry for each carload of zinc ore, 
and that entry consists of an application for an appraisement by 
the United States appraiser of that carload of zinc ore after the 
analysis has been made and the percentages arrived at, and it takes 
the United States appraiser his time to go to their plant — not for 
each car — because he goes there after the arrival of a dozen or more 
cars and makes his investigation and upon his return then the 
duties are paid on the percentages found in that ore. I suppose on 
the average about 50 per cent of the ore would prove to be zinc, 
and it is only on the zinc which is in the ore as imported that the 
Government collects the duty. 

Senator Fletcher. The duty is collected at the point of delivery ? 

Mr. Hempstead. The duty is collected at the point of delivery. 

Senator Fletcher. Rather than at the port of entry ? 

Mr. Hempstead. All of that business prior to the war coming from 
Mexico across the border was handled down at the border, and 1 
never knew just why conditions changed to such an extent that this 
New Jersey Zinc Co. for the last two or three years had had many 
hundreds of cars with ore arriving at their plant under consular seal 
and they can only be unlocked after the application has been filed and 
the permit issued by the collector of customs delivered into the hands 
of the customs collector, to go to their plant and unlock the cars. 

Senator Fletcher. Let me ask you this point about a sugar re- 
finery. Suppose a sugar refinery should locate in the free zone, it 
would have to pay no duty at all upon the sugar coming in. The 
sugar refined. Cfould not that refinery actually manufacture the 
sugar in that free zone, pay the freight on it to France or England, 
and sell it there cheaper than they could sell it in this country? If 
it was sold in this country they would have to pay the duty. 

Mr. Hempstead. They could, do it in keeping with the difference in 
their cost price over the present method of handling imported sugars 
and what it would cost them if they utilized the facilities of a free 
zone. That is largely speculative at the present time. I do not know 
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that the difference would warrant the expenditure. But I feel when 
you take into consideration the vast sums of money that the American 
Sugar Refining Co. have owing to them continuously by the Govern- 
ment that that money could be- devoted just as well to putting up a 
refinery and having that refinery confined to the export trade and 
that they might make a profit. Whether they would give that differ- 
ence to the French people or to the foreign purchasers or not is a 
question. 

There is another outlook that I see for the free zones. It has been 
perhaps a mooted question in Congress as to whether a duty would 
be restored or placed back on coffee. If coffee should have a duty of 
3 cents a pound put on it, the same as we had at one time, any port 
that could afford free-zone facilities would be a strong factor in 
building up a big coffee trade — a center — the same as perhaps Ham- 
burg was the largest coffee center prior to the war. Havre is a very 
large coffee center : next to Hamburg, I think, although I am not a 
coffee man. I am just recalling certain statements I have read. 

The Chairman. You may explain a little in. detail as to what 
would bring that about. 

Mr. Hempstead. Well, at the present time a cargo of coffee could 
come to the free zone and be landed in that free zone at much less 
expense than the handling of cargoes of coffees at the present time. 
That would be quite a saving, and the free zone would in time bene- 
fit a community, benefit the merchant, whether it was for the storing 
of merchandise or export as well as the storing of merchandise which 
ultimately might reach the consumer in the States. The warehousing 

Elants connected with free zones would cost, I consider, very much 
»ss in money to erect, to run, or to build than the cost of the bonded 
system. Bonded warehouses in all cities are now generally located 
in cities where the ground is of high value. The ground that would 
be utilized for free zones would be of very, very much less value, and 
for that reason I estimate that the cost for storage in the free zone, 
including the lesser charges for taking the property from the vessel 
into the free-zone warehouse, perhaps would be 50 per cent of what 
they are to-day. Now, that may be greater or it may not be over 5 
per cent, but certainly it would be a marked difference. 

The Chairman. llet me ask you this, Mr. Hempstead: For in- 
stance, how is the coffee of Brazil handled now to get it into the 
markets of the world ? 

Mr. Hempstead. Well, I refer to prior to the war 

The Chairman. That is what I mean, of course. 

Mr. Hempstead. Prior to the war coffee was handled for the 
States by a vessel syndicate. No one could get coffee brought up 
unless they were within that syndicate. There was a syndicate of 
the shipping men and that- was investigated by the Government. 

The Chairman. I do not want too much detail. Was the coffee 
sent to London or some port from there and there graded and dis- 
tributed to ships to go to the different markets of the world, includ- 
ing our own market, or did it come directly from Brazil to our own 
market? 

Mr. Hempstead. No; I do not consider our own market. Our 
importations came direct from Santos to New York largely and in 
solid cargoes, 100,000 bags of green coffee on a steamer. That is a 
fair estimate as to the quantity a cargo steamer would bring. 
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The Chairman. Suppose a cargo came to New York, before that, 
got into the market did it have to be sorted and graded ? 

Mr. Hempstead. No; I think jiot, because that coffee would J>e 
graded according to ,the marks on the outside of the packages. There 
would be a letter H or a mark A or a series of numbers. 

The Chairman. In other words, that grading was done before it 
was shipped from Brazil ? 

Mr. Hempstead. Yes ; or more than likely would be recognizable 
on the outside of the package. But the coffee as arriving prior to 
the war would be discharged largely in lighters and taken to various 
warehouses, or it would be teamed to the various warehouses. 

The Chairman. You do not need go into that. Whiut I wanted to 
get at was to see whether or not this free zone would encourage the 
bringing of coffee into this country for sorting and grading, etc., 
and preparing it for the big markets of the world, and then be sent 
out. I judge from what you say that would not be the case. 

Mr. Hempstead. I judge that would not be the case. I have no 
reason to think that. 

The Chairman. That is all right. I did not mean to cut you off 
from any other line that you were going to follow. 

Mr. Hempstead. I am open to any questions the committee may 
have, but I have given my views just from the standpoint of a 
receiver and forwarder of imports and exports. 

Senator Sheppard. You believe that the establishment of the 
free-zone policy would be of benefit to the country ? 

Mr. Hempstead. I think that it would. I think unquestionably 
that it would. And, as expressed by the last speaker, I see no reason 
in the world why an opportunity should not. be given the various 
States or cities to try it out. It is a new thing. It will cost the 
Government nothing; it will only be the people who will become 
directly interested in the free-zone proposition and put up the 
money and experiment with the privileges that the free zone will 
afford. 

Mr. McGuirk. I will call Mr. Peter Peck, of Baltimore, secretary 
of the mayor's committee on free zones. 

STATEMENT OF ME. PETEE PECK, SECEETAEY OF THE MAYOE'S 
COMMITTEE ON FEEE ZONES. 

Mr. Peck. Mr. Chairman and honorable members of the com- 
mittee, the mayor of Baltimore two or three weeks ago appointed a 
committee to look into the free port situation. That committee 
consists of representative men in the city of Baltimore. It is a 
judicial body, looking on both sides of the question. They have 
gone into all the different phases of it. They have studied the 
drawback system and the bonded warehouse system, and have also 
gone into the bonded manufacturing warehouse. They have made 
a comparative study of the ports of the world, and they are now 
•considering whether or not it is a good thing for Baltimore. 

We realize that the commerce of the nation glows through 
natural and artificial advantages. We realize that the ports of the 
United States have artificial and natural advantages. We do not 
claim that the free zone, or foreign-trade zone, as you call it in 
another bill, is going to save the world or save the United States. 



FREE ZONES IN PORTS. 53 

The majority of opinion there, so far as I have sounded it, and 
as I look at it from my own point of view after a careful study of the 
situation, is this: That it is an extra facility for commerce, that it 
puts us on an equal competitive basis with those protective countries 
which have a free zone. 

You have had presented to you all the arguments in favor of the, 
free zone, and it is unnecessary for me to take your time in present- 
ing those details in the broad general light I present to you the gen- 
eral opinion of that committee in Baltimore which is sitting in judg- 
ment just like yourselves. 

They feel, as a national policy, it is a first-rate thing. As regards 
a local policy, whether the city of Baltimore sees its way clear to 
create a zone, that is a question for us to decide later on. But we do 
register our opinion here before this honorable committee, that as a 
national policy the free zone or the foreign-trade policy is in keeping- 
with the protective policy of the United States. It will aid shipping, 
it will be a benefit to the merchants, and the free zone may make 
use of all those things that have already been presented to your cojn- 
mittee. 

The Chairman. Did your committee, in making up this judgment, 
consider its effect upon the protective-tariff system ? 

Mr. Peck. Oh, yes; that was discussed. 

The Chairman. Did you have before you gentlemen who opposed 
it and pointed out the reasons of their opposition ? 

Mr. Peck. Oh, yes. 

The Chairman. You considered all those things before you made 
up your judgment ? 

Mr. Peck. Oh, yes. It is a committee composed of Democrats and 
Eepublicans and free traders and protectionists. 

The Chairman. I am not asking about the politics of its mem- 
bers, but whether or not the effect upon the policy of protection was 
considered and was placed before the committee by gentlemen op- 
posed to iU- 

Mr. Peck. Yes, sir; we considered them all. 

Senator Lenroot. Were there any there who did make the claim 
it would affect the tariff policy ? 

Mr. Peck. No; I did not hear a dissenting voice on its effect on 
the protective tariff. 

Mr. McGuirk. I will call Mr. A. M. Lockett of the Association of 
Commerce, New Orleans. 

Mr. Lockett. Mr. Chairman and gentlemen, I am here on this 
occasion representing the Association of Commerce of New Orleans, 
which has a membership of 4,500 business men. I was formerly 
vice president of the Board of Port Commissioners of New Orleans 
at the time when the great improvements which we are now carryings 
on were planned. I have given this subject of free zones a great deal 
of study and I have just a few remarks to make upon the broad 
general proposition rather than any details. 

The Chairman. Does what you have to say differ from what has 
already been said with reference to the general policy ? 

Mr/ Lockett. I am not suVe that everyone of these points has 
been covered. In fact I am sure one or two of them have not. It 
will take me not more than half a minute. 
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We believe that the battle for the world's trade between the great 
commercial nations has started. We believe that to win we must 
have our own ships, our own banking arrangements, and be on an 
equal basis with the most progressive and aggressive nation in the 
way of facilities for efficient handling of our foreign trade. 

We believe that the creation of free trade zones in those cities 
which can qualify under the teirms of this bill will aid very greatly 
the building up of our foreign trade and we ask you to give this 
bill your favorable consideration. We can not see how the bill can 
work any harm to anyone but our national competitors. 

The plan has been tried by other nations and has proved a suc- 
cess. We know that the free ports of Germany were largely re- 
sponsible for the wonderful growth of Germany's foreign trade in 
tne period just prior to the war and we should profit by this knowl- 
edge. 

In these days competition is so keen and the race for the price so 
close that the failure to provide this one facility may decide the race 
against us. 

The free zone does not disturb any existing tariff arrangements 
nor reduce by one penny the income of the Government, but, on the 
contrary, gives all the advantages of free trade in our foreign com- 
merce, and a protection in our domestic affairs. 

We believe it will increase very greatly the import revenues by 
its direct effect upon our general commerce. 

The shortening of the time of unloading and loading of ships will 
make our own ships and all other ships which come to our ports 
show better net returns with consequent reductions in ocean rates. 

The concentration of cargoes in these free zones destined from one 
foreign port to another will attract shipping to our ports and estab- 
lish dependable sailing schedules to markets now not available to us. 

The free zone system will bring raw materials to us which are 
now going to other countries, and we will pay for them with our 
manufactured goods. 

In the Great War, which has just come to an end, both sides 
promptly adopted weapons of their adversaries which proved effect- 
ive, because that is the way to win. 

In commercial war thei same practices should prevail. It does pre- 
vail in our domestic competition. Why then should we not adopt 
the free-zone idea when we know it has been an effective weapon in 
the hands of other nations. 

It seems to me that we had better do this now and not wait until 
we may be compelled to do it to save ourselves from utter failure. 

I wish to say that we of New Orleans feel we can speak with some 
authority upon the value of facilities for improving commerce. 

Up to a comparatively recent time, I may say 20 years, the people 
of New Orleans sat there all the time talking about their natural 
advantages and expecting commerce to come to them. We woke up 
to the fact that natural advantages do not amount to very much as 
compared with the facilities. So we began to provide those facilities. 

The port of New Orleans has spent in the last five years more 
money than was spent in the entire previous history of that port. 

We are now spending about $15,000,000. We are making plans 
there for the expansion of these facilities that are very compre- 
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hensive; and one of the things that we are particularly anxious to 
find out is what will be the policy of the Government with respect 
to this free-zone proposition, because we want to include that in our 
plans. 

Mr. McGuirk. The association, you say, has.about 4,500 members? 

Mr. Lockett. About 4,500 members — business men. 

Mr. McGuirk. Are there many manufacturers in that association? 

Mr. Lockett. I believe practically all the manufacturers of New 
Orleans are members. 

Mr. McGuirk. Has this matter been discussed for some time? 

Mr. Lockett. The matter has been discussed and indorsed by the 
board of directors j and in so far as the board can commit the asso- 
ciation, it is committed. 

The Chairman. Has it been discussed by the membership? 

Mr. Lockett. It has been generally discussed in New Orleans. We 
took up this matter several years ago; in fact, when I was on the 
first dock board, before the war, that was one of the projects we had 
in mind some day asking the Government to carry out. 

The Chairman. Was there any meeting of the membership called? 

Mr. Lockett. The general membership ? 

The Chairman. Yes; for the purpose of discussing this. 

Mr. Lockett. I do not believe there has been a meeting of the 
general membership. We have what we call a members' council, 
which is a sort of a forum where members can bring up matters of 
this kind. I am not positive whether it has been discussed in that, 
but it is known to the membership that the board of directors has 
indorsed this proposition, and I have heard of no one who has 
objected to it. 

Mr. McGuirk. The press of New Orleans is united in favor of it? 

Mr. Lockett. Yes, sir; I have not seen anybody in New Orleans 
who is opposed to it. 

Mr. McGuirk. They have all indorsed it many times. 

You have a merchants and manufacturers' bureau in the associa- 
tion of commerce, a very active body ? 

Mr. Lockett. Yes that is one of the most active bureaus, and I 
know the leading members of that bureau are very greatly in favor 
of it. We also have a foreign trade bureau, which has done splendid 
work in connection with our Latin- American enterprises, and they 
are deeply interested in this proposition. That bureau has indorsed 
it unqualifiedly. 

Mr. McGuirk. There are a great many manufacturers in New 
Orleans, are there not? 

Mr. Lockett. It is not generally known, but New Orleans is the 
largest manufacturing city south of the Ohio Eiver. 

Mr. McGuirk. You have heard of no objection from any of 
those manufacturers, have you? 

Mr. Lockett. I have not. 

Mr. McGuirk. Although this matter has been discussed for sev- 
eral years? 

Mr. Lockett. Has been generally discussed there for a number of 
years. 

Mr. McGuirk. That is all, Mr. Chairman. 
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STATEMENT OF MR. ARTHUR McGUIBK, SPECIAL COUNSEL FOB THE 
. BOARD OF COMMISSIONERS OF THE POBT OF NEW ORLEANS. 

Mr. McGuirk. Mr. Chairman and gentfemen of the committee, it 
is sought, by the establishment of free zones in this country^ to 
facilitate our foreign commerce and relieve it of vexatious, burden- 
some, and wholly unnecessary exactions. Foreign commerce "em- 
braces every species of commercial intercourse between the United 
States and foreign nations, but is limited to commerce and transac- 
tions which either immediately 6r sit some stage of their progress 
are extraterritorial." It is also " a part or link in a contiguous 
passage from a point in one country to a point in another," although 
the initial carrier only obligated itself to transport wholly in the 
first stage of that voyage. 

Differences of opinion are not so much on fundamental principles 
as in the application of those principles to particular facts. The 
free-zone principle itself is fairly well settled, as evidenced by the 
drawback, bonded warehouse, and bonded manufacturing ware- 
house. 

A free zone is the necessary complement of a protective-tariff 
system; the higher the tariff the more essential. Without such 
facility no high-tariff country can successfully compete in world 
trade with foreign nations, because the terms are not equal and they 
are not fair. American merchants in foreign trade carry a handicap. 
That handicap results from the imposition of the customs system 
with its consequent expense and necessary delays to trade which does 
not enter, but merely touches or is deposited in the country at dif- 
ferent points. By so much as the American merchant pays the cus- 
toms on goods intended for reexport and not for domestic consump- 
tion is he handicapped and discriminated against. As the goods 
can not enter the country without payment of duty the situation as 
to domestic producers and manufacturers will remain unchanged. 
They remain protected as before. The free zone as to them is extra- 
territorial; it is foreign country. T^he cust6nis officers are simply 
transferred from the ship to the gates of the zone. The same cus- 
toms duties are collected, only they are collected at a different place ; 
dutiable goods taken from the zone into the country pay the duty 
just as before. The free zone or area is an inclosed district free of 
customs restrictions without resident population equipped with 
wharves and warehouses where vessels may enter and leave and 
where goods may be deposited and reexported either in their original 
state or changed by manufacture. In legal contemplation it is for- 
eign country. It affords a stopping place for goods in transit. Free- 
dom of transportation and manufacture afforded by transshipment 
or transit zones implies only exemption from charges other than such 
as are imposed by way of compensation for the use of the property 
employed or for facilities, afforded for its use. Commerce may be 
carried on in the zone and commodities may be purchased, sold, ex- 
changed, and manufactured therein. Anything may be done with 
the goods in the zone that could be done outside of it, only they can 
not be brought from the zone into the United States without paying 
the same duties or being subjected to the same regulations as in the 
customs part of the port. There would be no more reason to collect 
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duties upon transit goods than upon goods in a ship stranded upon 
Cape Hatteras on a voyage from Halifax to Rio Janeiro. In that 
Case the goods unloaded to trim the ship are deposited as the result 
of an involuntary Act ; in the zone as the result of a voluntary act, 
but in neither case would the policy of protection or the receipts of 
the customs be affected adversely or otherwise. 

The power to regulate commerce with foreign nations "is the 
power to prescribe the rules by which it shall be governed, that is, 
the conditions upon which it shall be conducted ; to determine when 
it shall be free and when subject to duties or other exactions." Of 
course, it is within the power of Congress to so regulate foreign trade 
as practically to exclude it altogether from the borders of this coun- 
try, or to impose a tax so heavy as to amount to the same thing; 
but that is not the policy of the law. On the contrary, the policy is, 
by the use of bonded warehouses, bonded manufacturing ware- 
houses, and the drawback to permit the deposit and manufacture 
of ^property in transit, and not to tax it with customs duties so long 
as it does not become blended with the domestic business or com- 
merce of the. United States. The goods like the ship are only tempo- 
rarily here while engaged in lawful foreign trade and commerce. 
The foreign ships themselves remaining in our ports only long 
enough to land passengers, mail, and freight, or to dock and repair, 
are not taxed. So far as respects the ports and harbors of the 
United States the foreign ships themselves may freely enter and 
clear exempt from domestic taxation, independently of any control 
over them except as respects the public health, public safety, and 
public morals, and the same rule should be extended to the transit 
freight which they carry. 

Goods in interstate commerce are not taxable by the States through 
which they pjass in transit. The power to tax is the power to destroy. 
If goods in interstate commerce were subjected to taxation at every 
point they touched in their transit through the States, interstate 
commerce would be effectively destroyed. But this power has not 
been left to be exercised in the discretion of the several States. The 
Constitution, laws, and jurisprudence of the country wisely inhibit 
its exercise. If the principle is sound as to interstate commerce, it 
is equally sound as to foreign commerce. Goods in transit in for- 
eign commerce should enjoy the same exemption and freedom as the 
ships which carry them. Both ships and freight are property, and 
there is no sound reason to discriminate between the two classes of 
property or to lay a burden upon one which is not laid upon the 
other. 

The policy of this country has not been unfavorable to the freight. 
It is more favorable, however, to the ships that carry it. Much of 
the freight belongs to American citizens. Few of the ships did. 
Thev were foreign owned. Yet the discrimination has been in favor 
of toreign-owned ships and against domestic-owned freight. Ob- 
viously, it has been the intention of this Government to relieve re- 
export trade from the expense and restrictions incident to the ad- 
ministration of the tariff and customs laws ; but that relief has been 
superficial. It did not reach the source of the complaint. The diag- 
nosis was correct, but the remedy was not a specific. The drawback, 
by which, theoretically, the exporter draws back 99 per cent of the 
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duties paid is very much more costly in practice and the merchant 
has often been subjected to an expense of from 30 to 50 per cent of 
the amount of the duties, in order to obtain the return of the money 
advanced in said duties. He has been out of pocket the interest on 
the money for months at a time because of the incidental delays in 
the administration of the system ; and he has run the risk of heavy 
fines, consequent upon his unfamiliarity with the routine of the 
system and his failure or neglect to conform to some of the multiplic- 
ity of rules established to protect the revenue and prevent smug- 
gling. The bonded warehouse is good, as far as it goes; so is the 
bonded manufacturing warehouse. A mere glance at the regulations 
governing the bonded warehouse sufficiently indicates its limited 
usefulness, so far as export trade is concerned. Even more stringent 
are those applying to the manufacturing bonded warehouse. With 
few exceptions the output can not be disposed of in the domestic 
market, even upon payment of duty. In the bonded warehouse, 
handling, sorting, mixing, or repacking of the goods is prohibited. 
Only where serious damage is threatened can the original package 
be opened, and then it must be done under customs supervision and 
by special permission. Once the package is on the floor of a certain 
place it must remain there undisturbed, in accordance with certain 
well-defined regulations, and except during business hours the ware- 
house is closed by a Government lock, and to enter it at any other 
time requires special permission and payment for the overtime 
presence of a customs agent. From the time the goods enter port 
until they are reshipped they are under constant customs control 
and supervision. No step may be taken without the presence of the 
officials, and the delay and annoyance caused by necessary certificates, 
documents, oaths, inspections, and the operation of the system gener- 
ally has been so great as to discourage and finally deter the average 
merchant from engaging in the reexport, transit, or foreign trade. 

These conditions can not continue to exist. The sooner they are 
changed the better. As the change involves no change of principle, 
but merely one of procedure, practice, and system, the sooner it is 
brought about, as it certainly must and will be, the better for all con- 
cerned. We must take a leading and not a secondary place in foreign 
trade. Our necessities demand it. Our merchant marine and changed 
postwar conditions must inevitably bring it about. 

Considering the question in another aspect: 

Free, or transshipment, zones provide neutral, inclosed, and 
guarded areas, devoted to foreign trade, without resident population, 
which are physically within but legally without customs territory. 
Goods, wares, and merchandise may be deposited therein for re- 
export either in their original form, or, as changed by manufacture 
or manipulation with foreign or domestic materials. Free ports be- 
ing in effect foreign territory, ships arriving and goods sent there- 
from into the customs territory of the United States are subject to 
the customs system and pay the same duties as if imported from a 
foreign country. The economic value of such utilities in the foreign 
trade and commerce of the United States has not been, as yet, legis- 
latively perceived. Their powerful stimulus to port development 
visibly appears in foreign harbors enjoying such benefits. The estab- 
lishment of free zones in the United States is the logical evolution of 
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the drawback, bonded warehouse, and bonded manufacturing ware- 
house system. The new forward step proposed and now earnestly 
advocated is in no sense antagonistic to or exclusive of the old system, 
which will still continue to thrive and grow in the customs part of 
the port. That is the sphere of usefulness of the drawback, the 
bonded warehouse, and the bonded manufacturing warehouse com- 
prising the old system. Both systems will continue to exist inde- 
pendently but complementarity of each other, be mutually helpful, 
and thrive because of the greater volume of trade created by the free 
zone. 

The freedom alluded to in connection with free zones does not, of 
course, imply exemption from charges for services rendered the ship 
or the goods. The customary tariff of port charges will still be col- 
lected by local officials in the zone as elsewhere. The repair, fur- 
nishing, and equipment of ships; the manufacture, manipulation, and 
storage of goods, will give steady and remunerative employment to 
labor and capital, and what is more, our ocean gateways will be 
transformed from one to two way ports, busy the year round. ' 

The United States is a protected zone. The country is covered by 
a protective tariff system imperfectly balanced by a system of draw- 
backs, bonded warehouses, and bonded manufacturing warehouses, so 
as to afford some limited scope to foreign commerce. Without some 
such device Congress would not have regulated but have prohibited 
and wholly crushed foreign commerce. Commerce is of two kinds — 
foreign and domestic. The framers of the Constitution contem- 
plated our engaging freely in both under sensible regulations, but 
-example as well as precept in government demands the use of modern 
and up-to-date facilities in commerce and transportation. The free 
zone is a well-recognized institution in world commerce. It has 
passed the experimental stage. It is the necessary adjunct of the pro- 
tected zone ; but it does not exist in the United States. If the tariff 
is a protective as well as a revenue system, if its object is to protect 
domestic trade and commerce, so will a free-zone system be a pro- 
tective system, protecting by encouraging, safeguarding, and pro- 
moting foreign trade and commerce. Combined, they will form a 
harmonious, logical, well-balanced commercial system for the de- 
velopment of both foreign and domestic commerce. 

The prophet has said, " There is nothing new under the sun," and 
yet history teaches us that even the most ambitious, intelligent, and 
aggressive peoples are often blind to their own real interests. 
Apotheosizing mediocrity for its own sake or following false 
prophets, their sea power has been the result of accident rather than 
of design and has been developed always in the teeth of the most 
active and determined opposition. This is a truth of almost uni- 
versal application. The authorities teach us of the growth of the 
Phoenician, Carthaginian, and Roman sea power and of that of 
Spain, France, Holland, England, Germany, Italy, and Japan. We 
know our countrymen are equally at home upon land and sea ; that 
they are as expert and daring navigators and seamen as they are 
brave, intelligent, and chivalrous soldiers. We are told that Rome's 
domain was confined to Italy until she copied the Carthaginian 
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trireme. Says Mr. Hughes in his " Handbook of Admiralty Law," 
speaking of the rise of Roman sea power : 

When maritime skill supplemented military prowess, and placed at her com- 
mand new and easier lines of advance, she overran the world. The mart soon 
replaced the camp; for it is a teaching of history that in the providence of 
God the havoc of war but opens new avenues for the arts of peace. 

And so it is with the United States, at the end of the Great War, 
with hundreds of ships, manned by youthful, eager, and vigorous 
mariners, full of the spirit of adventure, and anxious to compete in 
world trade. " We have the men, we have the ships, we have the 
money, too." It, therefore, becomes our manifest duty to quickly 
provide the facilities without which the operation of the ships and 
the employment of our sailors in foreign commerce will be practically 
impossible. Under such circumstances it would be a public disgrace 
to revert to prewar conditions when 90 per cent of our foreign com- 
merce was carried in foreign bottoms. Our merchant marine must be 
preserved. Our future safety depends upon it. The control of the 
transportation of a country means the political control of that coun- 
try. Neither our land carriers nor our sea carriers should be foreign 
owned. It is as essential to control our sea lanes as it is to control our 
public highways. Both are vital to national sovereignty. 

The immense maritime commerce and sea power of England is of 
modern growth. The Anglo-Saxons were not seafarers; the North- 
men were. The Saxons loved the quiet recesses of their forests; the 
Northmen loved the sea. They harried the British coasts and finally 
conquered and took possession of the country. Their sea power en- 
abled them to hold what they took thereby. Elizabeth is given credit 
for having first grasped England's true policy and laid the founda- 
tion of her maritime greatness. Upon her death the standpatters 
flayed their small part upon the stage and in turn passed away, 
artly in consequence of common-law hostility to the admiralty ju- 
risdiction. English commerce was long retarded. Subservience to 
Spain and France was a contributing factor. The tendency of the 
Stuarts to cultivate friendly relations with those nations checked the 
enterprise of England's merchants and sea captains and stemmed 
what ultimately proved to be a veritable flood of wealth and com- 
merce. When the barriers were removed, subservience ceased and 
national self-interest and self-respect were permitted free reign. In 
this there is food for reflection. 

Lork Coke, in particular, "the great apostle of the common law," 
was the leader in the attack on the Admiralty, issuing prohibitions 
to its courts, and in every way curtailing its jurisdiction. Great as 
he may have been, his visions undoubtedly was obscured by the 
jealousy of a factional contest for power. Be that as it may. these 
lessons serve " to point a moral and adorn a tale.". 

By the establishment of free zones we are but again respecting one 
of the immemorial customs of the sea, founded originally on the 
comity existing between nations engaged in international trade and 
commerce. When the stranger was no longer considered an enemy 
to be enslaved or slaughtered, but a friend to be sent on his way re- 
joicing, his goods in transit were afforded a safe haven at a reason- 
able toll. This toll was originally based on a charge approximating 
the cost of the service rendered or the port facility afforded. 
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TIjp customs or laws of the sea have been evolved through the cen- 
turies. The law of average will be found in the Rhodian Code. 
Merchants then, as to-day, were active in bringing about both legis- 
lative and judicial recognition of their customs. After the fall of 
the Western Empire sea traders caused the establishment of consular 
courts in the principal maritime cities, and those courts "enforced 
ajid applied to merchants the customs of the sea." Our merchant 
princes engaged in foreign trade seek nothing new in the establish- 
ment of free ports in this country. It is a custom of the sea that 
places of deposit shall be set aside for transit goods in foreign trade. 
They simply ask that an existing system be supplemented so as to 
include particular areas, with properly coordinated, up-to-date facili- 
ties dedicated to the public use of merchandise in transit. That such 
a purpose is public, even as to utilities operated by an agent under 
a lease for profit, was long since decided and conclusively settled by 
the Supreme Court of the United States, in Louisiana Construction & 
Improvement Co. v. City of New Orleans, reported in One hundred 
and fortieth United States Reports. 

The customs of the sea necessarily including deposit of goods in 
transit were likewise extended to their manufacture, hence the 
drawback, by which the money advanced in duties, so as to permit 
manufacture and the employment of home labor and capital, was 
withdrawn, or draw back from the public fisc upon the reexporta- 
tion of the goods. 

The Supreme Court of the United States, in Tide- Water Oil 
Company v. the United States (117 U. S., 210) has said: 

The object of the drawback was partly, at least, to encourage domestic manu- 
factures. 

In United States v. Whidden, 28 Federal Cases, No. 16670, the 
court said : 

Every nation that has a considerable trade has an interest in training up 
to the labor of the seas a hardy and brave race of men for their naval service. 
So intimately connected with national prowess and defense is this that all 
nations inhabiting the seacaost with a share of trade have, in a greater or 
less degree, encouraged their poorer and more laborious population to engage 
in the fisheries, by which they are inured to the dangers and anxieties of this 
element, by relieving that trade of all unnecessary burdens, as well as by 
direct bounties. Our country early went into the policy of favoring the carry- 
ing trade, and the general system of drawbacks on reexportation was care- 
fully digested, in the general revenue act of 1799. 

But that is not enough. No system can long prevail in which 
pure reason, abstract right, and practical justice are not mingled. 
The drawback system was wholly inadequate. Good as far as it 
went, it did not go far enough. Something had to be done for the 
transit trade. 

Chancellor Kent, in his Commentaries on American Law (p. 547, 
N.),says: 

The New York Chamber of Commerce, in November, 1842, prepared and sent 
a memorial to Congress in favor of establishing the warehousing system in the 
United States; and in addition to powerful considerations in favor of it, the 
memorial suggested that the warehouse, or dock warrants, or storage receipts, 
were in England transferable paper, and the holder was regarded as the 
owner of the goods. A flexible and desirable security, representing actual 
property, was thus thrown into commercial circulation. 
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It would be a work of supererogation to present New Orleans banks: 
and bankers with an argument upon the value of public cotton ware- 
house and grain elevator receipts. The increase in banking de- 
posits and clearing-house transactions since provision was made for 
their issuance speaks eloquently in their behalf. 

It was not until August, 1846, that the Congress of the United 
States heeded the behests of the merchants and by the Factors' act 
of that year for the first time established a warehouse system. 

The contest had been waged even longer in England. 

Again quoting Mr. Kent : 

The English system of warehousing goods was proposed by Sir Robert 
Walpole, in his excise scheme, but not adopted. Its advantages were pointed 
out by Dean Tucker, in 1750. The scheme was revived and recommended by 
Mr. Pitt, and digested in a practical shape by Mr. Addington. The statutes 
of 43 George III., chapter 132, laid the foundation of this wise and politic 
system * * *. The object of the warehousing system is to lodge im- 
ported articles in public warehouses of special security, at a reasonable rent, 
without payment of the duties on importation till they are withdrawn for 
home consumption, and if reexported, no duty Is ever paid. It secures the 
duties on goods lawfully imported for use and sale in England, and relieves 
the trader from immediate payment in cash, and until the goods are withdrawn 
for home consumption. It allows the storage even of prohibited goods in 
British warehouses on specified security for reexportation; and permits the 
transfer of goods in the warehouse, without requiring payment of the duties, 
until they are withdrawn for use. If the goods are destroyed by inevitable 
accident before they are withdrawn, although the Government does not stand 
insurer for their safety, the duties are uniformly remitted. 

When England, because of unicjue conditions went upon a free 
trade basis, the entire island practically became a free zone. Heavy 
financial burdens imposed by the war necessitate the reestablishment 
of a high tariff system, in which event, we have it upon the authority 
of Sir Eric Geddes, free zones in England will be established of 
necessity. 

By the light of history we know that in the forty-ninth year of 
Edward III (A. D. 1376) the Inquisition of Quinborough, was taken 
"by eighteen expert seamen before William Nevil, admiral of the 
north, Philip Courtney, admiral of the west, and Lord Latimer, 
warden of the Cinque ports." Among the offenses denounced 
" Against the public good of the kingdom," was an article concern- 
ing : " Of such as turn away merchandise or victuals from the king's 
ports." And among the "Offenses against the admiral, the navy, 
and the discipline of the sea," was the grievous one, numbered " 5," 
entitled : " Of such as freight strangers bottoms, when ships of the 
land may be had at reasonable rates." 

These statutes evince a proper spirit of patriotism and love of 
country. They are based upon the laws of nature. Those laws, like 
the laws of physics and of morals, are of universal application. 

We have a duty to perform to ourselves and to our country. In 
performing that duty and in measuring up to the responsibilities 
imposed by our existing seapower re-created as a result of the war ; 
now to be employed usefully in the arts of peace, we must be true to 
ourselves, "and it must follow, as the night the day," we can not 
then be false to others. 

The principle of the free zone h^s been indorsed by the National 
Merchants' Marine Association, the National Foreign Trade Council, 
the Detroit Chamber of Commerce, the New Orleans Association of 
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Commerce, the Philadelphia Bourse, the Exporters and Importers' 
Association of Philadelphia, the Chamber of Commerce of Philadel- 
phia, the Exporters' Bound Table of Boston, the Baltimore Import 
and Export Board of Trade, the press generally, the Charleston 
Chamber of Commerce, Galveston Chamber of Commerce, Newport 
News Chamber of Commerce, the Los Angeles Chamber of Com- 
merce, the Oakland Chamber of Commerce, Chamber of Commerce 
of the State of New York, the city of San Francisco, the municipal- 
ity of New Orleans — these are by resolution — the board of commis- 
sioners of the port of New Orleans, the New York and New Jersey 
Port and Harbor Development Commission, the Massachusetts 
Chamber of Commerce, a state- wide organization which has indorsed 
it after a thorough discussion; likewise the Boston Chamber of 
Commerce, the San Francisco Chamber of Commerce, the Seattle 
Chamber of Commerce, the Merchants' Association of New York, 
which I am informed by the secretary and president, is composed of 
about 6,000 members, and from one-third to one- fourth of its mem- 
bers are manufacturers. The matter has been very thoroughly dis- 
cussed and the discussion has been carried in the official journal of 
the association, and the association has indorsed the principle of the 
zone, and has taken a very active part in its recognition. In fact, 
one of the directors of the Merchants' Association of New York is 
a director of the National Free Zone Association. 

It has also been indorsed by the interstate and foreign trade com- 
mittee of the Chicago Association of Commerce, the Mississippi 
Valley Association, the Foreign Trade Club, of Chicago; also by 
the Associated Industries of Massachusetts. 

The Eastern States, as you know, are not formidable producers 
of raw materials. They manufacture raw material, both foreign 
and domestic. 

Mr. I. L. Stone, general manager of the Associated Industries of 
Massachusetts, writes this letter under date of October 9, 1919 : 

Our association has indorsed the principles embodied In the bill presented 
by your association, and you are at liberty to place the Associated Industries 
of Massachusetts on record as favoring the passage of such a measure. 

Mr. Chairman and gentlemen, I will say a few words in conclu- 
sion as to the fear which seems to be entertained by warehousemen 
and those who at private expense maintain and operate facilities 
such as warehouses, wharves, and piers. 

In 1899, as the result of fire and flood, wars, pestilence, and recon- 
struction, New Orleans was humbled in the dust. She had hardly 
recovered at that time from the effects of those dreadful evils. Our 
assessed values at that time were about $129,000,000 — that is, in the 
city of New Orleans. 

We had, of course, natural advantages, as Mr. Lockett has said, 
but it was necessary to make those potential values actual. If I may 
be permitted to say so, I have had the privilege of being connected 
for the last 15 years with the development of the port of New Or- 
leans, both in and out of office. 

The question always arose as to what could be done under the 
law and how advantage could be taken of natural advantages and 
potential values made actual. 
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We have been, as I say, humbled, but "He hath. exalted the 
humble." We took note of the character of the people, their spirit 
and their desire to help themselves. We encountered at first bitter 
and determined opposition in the development of the port, because 
the people were poor, there was not much commerce, and those who 
had the facilities did not welcome competition. They feared the 
competition of publicly owned and operated port facilities. The 
warehousemen especially feared that competition. 

It was not until 1913 that we were able, as a result of a constitu- 
tional amendment passed in 1910, tq build and operate the cotton 
warehouses. The cotton business had almost left New Orleans, and 
what there was of it was handled, of course, by the cotton-press men, 
who had in connection with their presses storage facilities. They felt 
that with the provision of up-to-date, modern warehouses, wijbh 
mechanical laborrsaving devices and a low rate of insurance, their 
presses would be put out of business. The contrary has proven to 
be true. 

I stress this because in New York, especially, Mr. Bush, who has 
a large and very fine terminal, seems to fear the effect of the free 
zone upon his particular establishment. 

The result of our efforts has been, Mr. Chairman and gentlemen, 
not only to restore the cotton business to New Orleans but to over- 
whelm all the facilities of the port, both public and private. The 
same is true of the grain elevators. 

This last winter so much cotton came that the presses were en- 
tirely filled. Cotton came from the Imperial Valley of California 
and from sections which had never shipped cotton to New Orleans 
before. 

Millions of bushels of grain came from California. Grain has 
come from the Middle West and the far Western States. Not only 
has nobody been put out of business by the establishment of our . 
modern and increased facilities, but actually so much business has 
been brought to New Orleans that it has overwhelmed all facilities, 
both public and private. So much so, as to cotton, that this last 
season all facilities were congested and cotton had to be stored on 
the bank, covered with tarpaulins, and as there were not enough 
tarpaulins to go around there were heavy claims for damage to some 
of that cotton. 

We are actually engaged, now, in enlarging the cotton warehouses 
and building other warehouses. We are constructing a navigation 
canal connecting the Mississippi River with Lake Ponchartrain, with 
the idea, in a measure, that the free port principle will sooner or 
later be adopted — we think the sooner the better — and located on 
the navigation canal on which we are spending, as Mr. Lockett has 
told you, some fifteen or twenty millions of dollars. The lock itself 
is costing about $6,000,000. Gen Goethals is the engineer. 

One reason for the provision of that facility is that we believe 
sooner or later the free zone system will be established and we de- 
sire to locate the free zone upon the canal. 

Our practical, actual, experience has demonstrated that there 
need be no fear in the minds of those owning existing facilities that 
they will be put out of business by the creation of other facilities 
either in the free zone or in the port itself. Business seems to ma- 
terialize out of the air. It is astonishing. Trade facilities are 
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trade magnets, they are lodestones. They draw business to them. 
I am confident the fears which have been expressed by Mr. Bush — and 
maybe other gentlemen — are groundless. 

Senator Sheppard. How about the fears of interior points that 
they might be subjected to a handicap by reason of superior facil- 
ities at the ports? 

Mr. McGuirk. Well, the example set by New Orleans and Gal- 
veston in providing warehousing facilities is being followed, as you 
know, Senator, all over the cotton district. You will remember 
there has been an association formed for the purpose of encouraging 
the establishment of warehouses at the producing centers in order 
that our cotton people and our farmers or producers may store their 
cotton and hold it for a rise. 

You know what the experience of the past has been. In the fall 
when the crop was made, through the toil and sweat of the farmer, 
the country merchant, connected with the city bank, began to write 
letters, " Ship your cotton." He would write and telegraph and send 
out the representatives of his house to force these people to ship 
their cotton. Of course, all the cotton then came to market at one 
time. It depressed the value of the cotton, and allowed the foreign 
buyers to clean up. You know for years the foreign buyers " cleaned 
up " on our cotton. They bought it at the very lowest price, shipped 
it abroad and warehoused it there and took advantage of the sub- 
sequent rises in the market. 

Now, these facilities that are being afforded and will be afforded 
by this free zone, because export cotton will be largely held in the 
free zone 

Senator Sheppard. I was speaking of the interior points that 
manufacture for foreign trade. 

Mr. McGuirk. Oh, that manufacture for foreign trade? 

Senator Sheppard. Yes. That is what you had in mind, was it 
not, Senator Lenroot ? 

Senator Lenroot. Yes; interior points that ship raw material in. 

Senator Sheppard. ,Yes; interior points that ship in raw material 
and mix it with domestic material and ship abroad. 

Mr. McGuirk. If this bill is approved by Congress, free zones can 
be established in these interior points, and the manufacturer can 
manufacture just as well in the free zones at interior points as he can 
at the seaboard. 

Senator Sheppard. All right. 

Mr. McGuirk. We had some other witnesses before the House 
Committee, Mr. Chairman 

The Chairman. Let me suggest this, Mr. McGuirk : That a motion 
has been entered in the Senate to transfer this bill to the Finance 
Committee of the Senate, as I was informed just a few minutes ago. 
What the action of the Senate will be I do not know ; but you know 
the House finally referred the bill to the Ways and Means Committee. 
Maybe this bill will be transferred to the Finance Committee ; and, if 
so, you will probably have to have all these hearings over again. 

Mr. McGuirk. When was that motion made, Senator? 

The Chairman. Just to-day. I suppose it went over until to- 
morrow. The clerk told me a motion had been entered, and I sup- 
pose it will go over until to-morrow. 

145561—19 5 
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Senator Sheppard. Perhaps our hearings could be utilized by the 
other committee* »•- 

The Chairman. I imagine their own hearings, if it should go 
there. I just wanted to suggest that you may hare to go over this 
thing. 

Have you any other witnesses now ? 

Mr. McGuirk. No, sir. 

The Chairman. I might say to the gentlemen that there are some 
gentlemen here who oppose the measure. Shall we hear them now ? 

Senator Lenroot. Yes; let us hear them now and get through 
with this. 

STATEMENT OF WILBUR F. WAKEMAN, TREASURER AND GEN- 
ERAL SECRET AKY OF THE AMERICAN PROTECTIVE TARIFF 
LEAGUE, NEW YORK. 

Mr. Wakeman. Mr. Chairman, I owe you an apology for not 
having a carefully prepared brief and certain exhibits, which I 
presented to the Ways and Means Committee yesterday, but of which 
exhibits I can, through your committee or otherwise, furnish certi- 
fied copies for the information of this committee. I speak of this 
because of the great prominence of the gentlemen represented in 
those exhibits. 

Those exhibits I will refer to very briefly as of record later. 

As you know, I was the appraiser of the district of New York, 
so-called the port of New York, but legally it is the* district of New 
York, for five years* tod I had a great deal of experience, as New 
York handles 70 per cent of the imports of the United States. I 
had a great deal of experience in dealing with the merchandise of 
foreign countries, the representatives of the owners from abroad, 
the direct importers, the agents, the customs lawyers, and the cus- 
toms brokers. 

Listening as I did yesterday and to-day to the presentation of 
this subject before the Wuys and Means Committee, House of Rep- 
resentatives, it seems to me that the witnesses, if you will pardon 
me, have scattered. They have not confined themselves to free 
ports, their advantages, or, if I may say, their disadvantages. They 
have covered shipping, foreign and domestic; they have covered 
protection, and I have heard very little about what a free port is 
under the conditions of this bill and all similar measures heretofore 
presented. 

If I were a gambler, I would say, "Let us get down to case 
cards." 

The Chairman. Well, let us do it. 

Mr. Wakeman. You know, and I know, the provisions of this 
measure — what is granted to foreign merchandise under this bill and 
other bills, namely, the landing, the handling, cleaning, storing, and 
fabrication for export or import, in what I will call a foreign island 
located, if you please* right here, Washington a free port. 

I have very little experience in shipping except as a reader and 
a student, and there were a great many points brought out yesterday 
and to-day that certainly lacked accuracy as to fact, but any of those 
points I will ask Mr. A. R. Smith, to cover, for he is an encyclopedia 
on shipping. 



FREE ZONES IN FORTS. 67 




havfe little to say about except the basic law of the country regarding 
discrimination between ports of any State with any other State. 

Article I, section 9, 01 the Constitution of the United States. 

Assuming we have the free port under this authority, I think that 
the fexport trade, the transshipment trade, would be a mere baga- 
telle as compared with the foreign goods landed for American con- 
sumption. 

As I said before, or undertook to. say, the trade in a foreign coun- 
try is by the introduction of Samples or otherwise. 

In the free port we have a whole lot of goods that may be imme- 
diately delivered to the American consumer. They mark those up 
and down in all countries, according to supply and demand. A thou- 
sand tons of wire rope today may be worth a great deal more than 
it is tomorrow in foreign or domestic markets. If it is very much 
lower and those goods rest in the free port, by the payment of duties 
they can be immediately delivered to the American consumer. 

Take any class of merchandise from foreign ports resting in the 
free! port for sale and delivery, whether changed in condition or fab- 
ricated introduced for Anlerican consumers/ you injure the Ameri- 
can producer to that extent and thus affect what has been the na- 
tional policy of the protective tariff. 

I ^ill not refer, for othfers have, to the question of the influences 
back of it:' I tried to aiialyze these very carefully and note the 
various resolutions and bodies represented, and I think some of us 
are familiar with the way resolutions are passed. . 

Senator Fletcher. Before you go on with that, may I ask you to 
just elaborate a little how you figure this matter would injure the 
American producer? ... 

Mr. Wakeman. By the use of the free port as a dumping port 
for foreign goods upon the American market. The name of this 
should be changed, s in my judgment, to that of dumping ports, for 
the goods are there to take immediate advantage by sample, by stock, 
by sale, to be taken right across your imaginary line. The goods 
are there, and when you bring in a thousand dollars' worth of 
goods, you displace just so much American product. 

I do not look at this subject from the standpoint of politics. It 
is economic and industrial. .... 

Now, haven't we tried free ports a little? Didn't we try it for 
seven years with Mexico? A free port solicited by Mexico and ap- 
proved by our Government under your statute and placed in effect 
by the Secretary of the Treasury? And what happened there? It 
was finally abolished because of the enormous expense of protecting 
the revenue. , . 

Th£ r Mexican secretary of the treasury, in an official report, shows 
that the expense was $566,000 in one year, or about one-half that in 
gold, and finally, on account of the necessity of customs guards and 
the expense of watching every train, it was abolished. 

Ag-am. von ba v e a free nort now. You have a bill which locates 
it at the Grand Central Palace in New York City, but it does not 
go quite far enough to suit the people who want to place goods oi 
the American market. 
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Do you realize that you have a second free port now under the 
same provisions as at the Grand Central Palace? That is in The 
Bronx, in northern part of Greater New York, but it does not go 
far enough in the interests ^f the foreigner and, consequently, they 
v^ant this extended. 

Senator Sheppard. How about foreign products in the bonded 
warehouses? Are they not dumped there? 

Mr. Wakeman. I am very glad you asked that question. The 
conditions are these, that you can land goods, put them in a bonded 
warehouse, pay your storage, and take them out at your pleasure, 
and you can let them remain there three years before you take them 
out, and in many instances during my administration as United 
States appraiser at New York I knew of goods being shipped to 
Canada after the three-year limit and brought back here so as to be 
placed in the bonded warehouse again. In order to do what? To 
take advantage of the American market when the market would 
absorb the goods. Only last week a special Treasury agent was in 
to see me about a case of this kind. " Can't you get hold of the 
records properly? " He says, " Mr. Wakeman, now can we go after 
it to fret hold of the records of this big shipment of tobacco?" 
Valuable per pound, had lain there in the bonded warehouse for 
three years, then shipped to Canada, and the Treasury Department 
is trying to trace it back and avoid violation of the laws. 

Your question brings up a very interesting fact, namely, our 
Government has done more for its export trade by its basic laws 
than any government of the world. The fathers of this country 
provided no export tax or duty. 

I had a letter from a Member of Congress within four weeks advo- 
cating that on certain goods we place an export duty. I wrote back 
and railed his attention to the section of the Constitution under 
which the no-export tax could be found. 

In addition to the bonded warehouse, what do we do again for the 
export trade ? The internal-revenue taxes are not collected on goods 
for export, you know, Senator. Everything has been done to make 
the movement of our goods abroad easy. The trouble with our ships 
is that, as one gentleman has said, they have not had loads both ways, 
and that is because the policy of the first law passed by the First 
Congress in favor of discriminating duties has not been enforced 
and continued in force. 

The basic fact, however, to my mind is that in this bill you are 
simply providing an additional method for the foreign product to 
rea<"h the American consumer. 

The reexporting of goods in free ports, Mr. Chairman, would be al- 
most negligible. It is the hope of the influences back of this bill that 
they can get at our great American market. 

Irving T. Bush, president of the Bush Terminal, New York, the 
largest institution of the kind in the world. Mr. Bush, one of the most 
prominent citizens, executive officer of your War Board at New York 
during the war, files the most earnest protest that I have read. He 
goes on to show that this would be simply in harmony with what I 
have said, making of a free port a dump, but covers the entire subject 
very fully. 
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I filed also a letter from the great house of Strook & Co., of New- 
burg, N. Y., manufacturers of pile fabrics, combination of cotton, 
wool, and hair. It is a house employing 3,000 hands. 

I filed also a telegram of the Hazard Manufacturing Co., of Wilkes- 
Barre, Pa., great manufacturers of wire rope, employing 1,200 or 
1,500 hands. 

I filed also abatement of J. E. Keim & Co. (Inc.), of Philadelphia, 
Pa., great manufacturers of woolens. 

These few people, I dare say, represent the employment of more 
American labor than the entire free ports of the country would 
ever employ. 

The whole thought is dumping port instead of free port. 

Mr. Chairman. I thank you very much. 

New York, October 25, 1910. 
Hon. Wesley L. Jones, 

Chairman Committee on Commerce, United States Senate, 

Washington, D. C. 

Dear Mr. Chairman: In free ports and supplementary to my statement of 
October 11, before your committee, I beg to submit the following authorized 
opinions as a part of the record : 

Mr. Irving T. Bush, president of the Bush Terminal Co., and executive officer 
of the War Board at New York, under date of New York, October 9, says: 

" My only interest in the free port bill is due to my general interest in those 
matters which affect the welfare of the United States. I am not influenced by 
any desire to bring the Bush Terminal into a free zone, for I am convinced 
that such an arrangement would do more harm than good. 

" There are fundamental reasons why a free port is an advantage in certain 
countries in Europe. 

" First. Some of the countries are compelled to import a large part of their 
raw materials for purposes of manufacture. 

" Second. These same countries are compelled to find a market for a large 
part of their manufactured product in foreign countries. 

" This makes an unusually advantageous combination for the development of a 
free port. 

" In the United States, we produce within our own country the greater part 
of the raw material which enters into our manufactures, and our great market 
for the consumption of our manufactured products is within our own bound- 
aries. 

"This variance between the conditions in Europe and those in the United 
States makes a fundamental difference between the advantages which may come 
from a free port development in Europe and in this country. 

"A free port is ideal where all of the raw material for an industry is im- 
ported, and all of the manufactured product created from such raw material 
is exported, and only of material benefit when the percentage of imported raw 
material used in a given product and the percentage of the product of the 
industry which is exported are both large. 

" If you will examine the industries of the United States you will see how 
few there are which are conducted upon the above basis. 

"The theoretical development of a free port which is usually presented is 
a place where steamers discharge their entire cargo of raw materials, which 
are there fabricated and reexported. There are few cargoes of this character 
which come to this country. Nearly all of the freight importations are mis- 
cellaneous cargoes of merchandise for general distribution, and the advantage 
of direct discharge from the steamer to the industry in a free port can not be 
obtained. The ships must be discharged at their regular terminal and the 
merchandise transported from such terminal to the free port. This is but the 
beginning of the added expense which will surround a segregated operation of 
industry under Government supervision. To be secure, from the Government 
standpoint, a close supervision must be maintained of all operations which go 
on within the free-port zone. It must be a strictly storage and manufacturing 
center. Labor must live outside of the zone and the absolutely necessary re- 
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strictions which must be imposed will be found to be very burdensome to all 
manufacturer. 

" The foregoing are general objections to the plan as applied to this country. 

"There are, of course, a limited number of industries which import the 
larger part of their raw material and export a substantial portion of their 
manufactured product. Why create separate zones for these few industries? 

" The principle which it is desired to carry into effect is to help the Ameri- 
can manufacturer to sell his goods in foreign markets, freeing from import 
duty that part of the raw materials which enter into his manufacturing opera- 
tion, which are imported from other countries. 

"This is a perfectly sound principle, but it can be accomplished better in 
another way, which can be made to fit the conditions of tjiis country much bet- 
ter than the operation of free ports. Free ports are naturally located at the 
seaports of the country, and any manufacturer who enjoys a sufficient amount 
of export business to make it desirable for him to locate his industry at a free 
port is immediately placed at an advantage over a manufacturer in an interior 
community, whose business has been developed in the domestic market, but 
who may wish to increase his export sales. The few communities at which 
will be located free ports will be placed at an advantage over all interidr com- 
munities, if, as time passes, there appears to be any advantage in the free- 
port idea. 

"There already exists general facilities which if simplified, apd expanded can 
accomplish all that it is possible to accomplish through tfce free port and at 
the same time give such an advantage as is created to every community t in tjie 
country without picking out a few for special favor. 

"Merchandise can be imported and stored in bond, and later withdrawn, 
from bond and reexported. Certain raw materials can be imported,' and when 
the manufactured product from which they are made is exported a drawback 
can be secured from the Government for the duties which, have been,.pafy]L 
Would it not be very much better to appoint' a committee to take up the ques- 
tion of simplifying storage and manufacturing in bond, and as well the iron- 
ing out of some of the red tape which surr6unds the operation of securing, 
the duty drawbacks? 

" It has been claimed to me that Congress will be willing to establish free 
ports, because they have working models on the other side, t but will not be 
willing to simplify the operation of storage and manufacturing in bond, and. 
the present drawback system. I have a much higher opinion of Congress than 
this, and I believe that the same amount of study devoted to the proposition 
which I suggest will bring about conditions which will benefit the industry of 
the United States to a very much greater degree than a series of free ports, 
and will not limit the benefit to a few specially chosen localities." 

Mr. William M. W T ood, president of the American Woolen Co., of Boston, 
Mass., under date of New York, October 10, says : 

"Am unalterably opposed to the free zone and free port idea. It is against, 
the interest of industrial America. You can not, make our representation' 
too strong." ' ... 

Mr; William E. Lincoln, vice president of H. K. Porter Co., manufacturers 
of locomotives, Pittsburgh, Pa., under date of Pittsburgh, October 11, says : 

u We understand there is, some scheme on hand in the way of free ports 
and free dones. We trust no action of this kind will be taken by Congress 
to still further muddle the present very unsatisfactory and serious disarrange- 
ment of all manufacturing industries. This particular scheme would seem to be 
absolutely hostile to American industries, and in favor of foreign countries, 
and a very vicious and undesirable piece of business." 

Mr. Joseph Stroock, of S. Stroock & Co., Newburgh, N. Y., manufacturers 
of pile fabrics, under date of New York, October 9, says : 

" Regarding the bill in Congress, ' free ports ' or' * free zones,' we can not 
see where free ports will benefit American labor or American industries. 
We believe it can only benefit exporters and give exporters advantage of 
having foreign goods come into the free port or free zone ready fdr tran- 
shipment quickly, while the merchandise of American industry, made by 
American labor, is either in the process of manufacture or in warehouses 
located beyond the free port or free zone limits, therefore only being of 
benefit to foreign Exporters and ! not in ! the interest of American industries or 
Amercan trade. ( ' 
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Mr. H. Keim Marvill, vice president of J. R. Keim & Co. (Inc.), Shacka- 
maxon Mills, Philadelphia, Pa., under date of Philadelphia, October 9, says: 
"It is our opinion that a free port would afford additional oppoi tumties 
for evading the tariff, and that free-port warehouses would operate chiefly 
to the advantage of foreign merchants to enable them to have their goods 
on the dock, ready for transshipment at the moment's call, whereas the goods 
of domestic producers are in their own warehouses hundreds of miles away. 
'* Free ports would work harm to American merchants in many ways, 
particularly when the industrial situation of our country has reached normal. 
' " We urge, therefore, that these free-port bills be opposed to the fullest 
extent to prevent their becoming law, looking to the best interests of the 
country as against the private interests of a few persons." 
With thanks for your courtesies, I am, 
Sincerely, yours, 

■ ' W. F. Wakeman, 
Treasurer and General Secretary the American Protective Tariff League. 

STATEMENT OF MR. ALEXANDER R. SMITH, EDITOR OF THE 
MARINE NEWS, NEW YORK. 

The Chairman. Give your full name. 

v Mr ; Smith. Alexander K. Smith, editor of the Marine News, New 
Yotk. ■ ; .. * 

' Mr. Chairman and gentlemen of the committee, I indorse all that 
Mr, Wakeman has said and all that Mr. Bush has said in the letter 
which Mr. Wakeman will file with the HotiSe Committee on Ways 
and Means, also all that Mr. Bowman, of the Robelihg Co., has said 
h> .opposition to free ports and free zones, and I believe that this 
idea of free ports is largely like the influenza, it is a disease which 
seems to have hit a large number.of people in the United States and 
which will run its course and, I imagine, will disappear, particularly 
if it is tried out. • . • - 

I; do not think that free ports or free zones in the United' States 
will amount to anything in particular except to stimulate still 
further port development, which may be somewhat jaded, through 
the actite, stimulation of recent years. 

In the port of New 1 York, where for 21 years, to my personal 
kjipwjedge, the wharfage accommodations have been far below the 
requirements of steam shipping, the discussion of this subject and 
the erection of free ports there might be beneficial in this regard, 
that; it. wotild result in perhaps enough piers being established in the 
poi;t of New York to accommodate the shipping seeking accommoda- 
tion there, and, when the free-port idea peters out, as I think very 
quickly it would, then those piers which under the stimulus of this 
d^cussion hjave been erected, and the warehouses and other acces- 
sories connected with them, Tfrould be available for New York to 
increase its commerce as, it should be increased. - ' 

Tljat, to my mind, is one of the chief benefits that New York would 
derive from free ports. 

The free ports of European countries, particularly Hamburg and 
Cdpenhageii, are referred to heife bjr so rtiftny s]peaKers. teJr £hey say 
that the* free zone has built r up the shipping of the Ifcrtof Hamburg, 
but, (hey, 'do not tell you how thte shipping of Co^eqhagen : has been 
built tfp." Ndw, 1 if the frfee-port scheme hag built Uj* the shipping of 
the Port of Hamburg to the 1 immense proportions* it Jiad in* it's day, - 
where was Copenhagen? Why was not the shipping of Copenhagen 
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developed, and the shipping of other ports that are free ports? It was 
the internal German system of rebates on goods carried on Ger- 
man railroads for German ships to carry to different parts of the 
world, and not the free port of Hamburg, that built up the shipping 
of Hamburg; and it was a little bit difficult for one of the speakers 
yesterday to explain why the port of New York without a free port 
accessory had become the greatest port in all the world in tonnage 
of shipping entering and leaving it, in the value of the shipping en- 
tering and leaving it, and in the tonnage of the cargoes entering and 
leaving it? How is it that the port of New York has achieved 
this greatness without that most important accessory? 

There is, Mr. Chairman, altogether too much camouflage on the 
subject of free ports. They talk about the benefit that American 
ships will derive. I do not think I need say here that my heart is 
in any measure that will benefit American shipping. It is true that 
is where I am strong, if I am strong at all. It will benefit American 
shipping to some extent if trade is increased through free ports, but 
you all know that previous to this great war we had a foreign com- 
merce in excess of $4,000,000,000, and that for a period of 15 or 20 
years American ships had enjoyed the carrying of an average of about 
10 or possibly 12 per cent of that vast commerce. We had all that 
foreign commerce available for the benefit of American shipping but 
which American ships did not reach out and take. And why did 
not American ships enjoy the carrying of that tremendous commerce 
that was then accessible to them? Because American ships could 
npt carry the goods cheaply enough, because it costs more to build 
and more to operate ships under the American flag than it costs in 
other countries, and, therefore, the ships of other countries, manipu- 
lated as I have pointed out in the matter of Germany, with the whole 
of Great Britain back of her shipping, American shipping faded off 
the map. And so, if we increase our commerce under the stimulus 
of this bill, it may benefit foreign shipping when competitive ocean 
transportation conditions obtain, but we have no assurance without 
a preference by law for American ships that it will particularly 
benefit them. 

So I suggest to these gentlemen who are so solicitous in behalf 
of the American ship to amend their measure by limiting the benefits 
of the free zones to American ships. We will have enough of them 
to do all of our carrying in a year or so under the stimulus of this 
war. We are going to have enough American ships to do all the 
carrying for the United States if we retain them. Why, then, if 
free zones are goirg to do something so materially in aid of shipping, 
why not limit the benefits of this bill to imports in American ships? 

Our good friend Mr. Brittain — and I want to say I sincerely 
admire Mr. Brittain — speaks of how the weak link in our protective 
poliry was indicated in the matter of shipping development. Mr. 
Brittain, in my judgment, has read the early history of the United 
States to little purpose, else he never would have made so striking 
and so erroneous a statement. 

American shipping was thoroughly and effectively protected in 
the early days by the tariff, and the shipping question to-day, Mr. 
Chairman ; is a tariff question, as it was in the early days, and when 
the shipping question is restored to the tariff, or when American 
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ship protection is taken care of in the tariff it will be taken care of 
properly. 

The first act of the First Congress — and I am not going into a long 
dissertation on the merchant marine — following the act providing 
for the taking of oaths, there was a protective tariff act. And when 
my good friend Mr. Brittain says protection did not obtain in the 
early days he forgets that the first real act, the first business a°t 
of the First Congress, was a protective measure. A protective tariff 
was adopted in which provision was made for the protection of the 
American ship by discriminating in favor of the American ship in 
the goods that it carried. And so effective was that provision, and 
the subsequent amendments of it to make it more applicable and 
efficient, that up to the period of the close of the War of 1812, except 
for the period of the War of 1812, American ships carried 90 per cent 
of the foreign trade of the United States. 

Senator Sheppard. Was that law ever repealed? 

Mr. Smith. Never. That law is on the statute books to-day, but 
suspended in its operation. 

The Chairman. Suspended because of treaties. 

Mr. Smith. Because of treaties and acts of Congress. We were 
told if we would give up our protective method of helping our ships 
in those days, we would get the other 10 per cent, and finally we 
did give up American ship protection, and those who had predicted 
that we would get the other 10 per cent of the carrying were right, 
but we lost the 90 per cent. 

Now, in 1815, we made the first break in that policy by adopting,, 
after having beaten Great Britain to her knees, in our adoption of 
this discriminatory policy, a treaty by which imports into the United 
States in British vessels that were the growth, production, or manu- 
facture of His Britannic Majesty's possessions in Europe, were ad- 
mitted into the United States free of any discriminatory duty, and 
the ships themselves were freed of any discriminatory tonnage tax, 
and the same exemption was given to our ships and the goods they 
carried into the ports of His Britannic Majesty's possessions in 
Europe. That was the first break in our policy. 

Subsequently, other treaties were made with other nations, and 
finally in 1828 a general act was passed which gave the President 
authority to suspend the operation of the policy of discriminating 
import duties, and discriminating tonnage taxes, when he was satis- 
fied that other nations had ceased to discriminate against our ships, 
and our goods, as a result of which the President by proclamation 
from time to time did do that, and so gradually the policy of pro- 
tecting the American ship, which at first was very efficiently pro- 
tected, was abandoned, and when, in 1850, the law passed in Great 
Britain in 1849 went into effect, by which Great Britain, at the end 
of a period of 200 years of highly protective navigation laws, ceased 
to protect her ships by that method, then British ships and the goods 
they carried for the first time in the general trade of the world 
were admitted into the ports of the United States without any cus- 
toms or tonnage discrimination. But so great had been Great 
Britain's participation in the world's ocean transportation that her 
exclusion from the benefits of the suspension of the discriminatory 
policy up to 1850 maintained that policy in the United States only 
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slightly impaired, despite the numerous treaties that had been 
adopted between the United States and other nations. . r 

80 you might say that the policy of discriminating import duties^ 
and discriminating tonnage duties was in full effect until .1815 and 
in partial effect until 1850, and the remarkable thipg about all tWt 
is that during that entire period 80 per cent, four-fifths, of the entire 
foreign commerce of the United States was carried in American 
ships. So much did the protective policy, when applied to Ameri- 
can ships through the tariff, benefit American ships. 

And, gentlemen, when the time shall come, as it will come, when 
you will have again to establish an American maritime policy, if you 
are going to maintain an American merchant marine, you will go 
back to the old policy if you are going to have a successful policy! 

Senator Fletcher. Did not the tariff law of 1916 contain a pro- 
vision reenacting that discriminating duty? 

Mr. Smith. 1913. It did. It provided a discrimination of 5 per 
cent, a discount of 5 per cent of the duty in behalf of goods carried 
in American vessels. 

I would like to detain the committee with a discussion of that, but 
1 will not go into it to-day. 

The Chairman. It only applied where we did not have treaties. 

Mr. Smith. Yes, sir ; and the Supreme Court — I have not publicly 
expressed my opinion of the Supreme Court's decision in that matter., 

The Chairman. But it did not provide for the abrogation of the 
treaties that we have. 

Mr. Smith. No. But the Supreme Court took the , ground,,* Mr., 
Chairman, that, because these trade treaties so generally suspended 
the collection of discriminating duties, the discount of 5 per cent, 
limited merely to imports in ioreign vessels not protected by such 
trade treaties or conventions would amount to nothing at all; and 
it held that it was the intent of Congress to defer the actual dis- 
count of 5 per cent of the duty on imports in American vessels until 
existing trade treaties and conventions were abrogated. The Su- 
preme Court's decision indicated to me that that body had over- 
looked the fact that the repeal of all laws suspending the collection of 
discriminating duties on imports in foreign vessels at once. caused, 
imports in British vessels to depend alone upon the trade convention 
of 1815 for exemption therefrom. And as that trade convention 
limited the exemption to imports in British vessels from British pos- 
sessions of Europe that were the growth, production, and manufac- 
ture of such possessions, imports in British vessels from all other 
parts of the world, even British possessions outside of Europe, were 
subject to the full effects of our discriminatory policy. 

As to the reservation of our coastwise carrying, solely to American r 
vessels, by act of Congress, that was in 1817, but previous to that the ' 
discriminations in tonnage duties on foreign vessels entering all ^ 
ports in coastwise trade had excluded them just as effectively 9s did 
the act of 1817, which act remained in effect until 1916, when the act 
creating the Shipping Board for the first- time made tentative pro- 
vision for the admission of foreign vessels to our coastwise on Great 
Lakes, carrying an entering *wedge that eventually may be used io 
destroy the protection of American vessels in our domestic carrying. 
I will not go into that any further at this time, Mr. Chairman and 
gentlemen. I thank you very much for your kind consideration. 
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The Chairman. Is there anyone else who desires to be heard? 

Mr. Dunigan. Mr. Chairman, Mr. Kosseter, of the Shipping 
Board, has testified before the House committee this morning for 
nearly two hours, and he has some valuable points. He showed more 
knowledge on this subject than anybody who discussed it. We would 
like to have Mr. Kosseter called at the convenience of the committee, 
if you so desire. 

The Chairman. He is not ready now ? 

Mr; Dunigan. No ; but he is at your call. 

The Chairman. We shall probably not act with reference to him 
until the Senate determines whether or not this bill shall go to the 
Finance Committee. A motion has been entered to-day, I under- 
stand, to transfer the bill to the Finance Committee. 

If there is no one else desiring to be heard at this time the hearing 
will be closed for the day. 

(Thereupon, at 1 o'clock p. m. the committee adjourned.) 
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TUESDAY, OCTOBER 81, 1919. 

United States Senate, 
Committee on Commerce, 

Washington, D. C. 

The committee met, pursuant to the call of the chairman, at 10 
o'clock a. m. 

Present : Senator Wesley L. Jones of Washington, chairman, and 
Senators Fletcher, Sheppard, and Lenroot. 

The Chairman. Gentlemen, we will start and take what testimony 
there is to be taken this morning. 

Let me' state, first, for the record, that we have a committee print 
of the bill, Senate bill 3170, changed as desired by those who are 
pressing the measure, and I want the clerk to give the stenographer 
a copy of that to make a part of the record, and that will be the 
basis of our hearing. 

(The bill above referred to is as follows:) 

[S. 3170, Sixty-sixth Congress, first session.] 

A BILL To provide for the establishment, operation, and maintenance of foreign trade 
zones in ports of entry of the United States, to expedite and encourage foreign com- 
merce, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That when used in this act — 

The term " Secretary " means the Secretary of Commerce ; 

The term " public corporation " means a State, a legal subdivision thereof or 
a municipality, or a lawfully authorized public agency of a State or a munici- 
pality ; 

The term " State " includes Alaska, Hawaii, Porto Rico, and the Philippine 
Islands ; 

The term "applicant" means a public corporation applying for the right to 
establish, operate, and maintain a foreign trade zone; 

The term "grantee" means a public corporation to which the privilege of 
establishing, operating, and maintaining a foreign trade zone has been granted ; 

The term " zone " means a " foreign trade zone " as provided in this act. 

Sec. 2. That the Secretary of Commerce is hereby authorized, subject to the 
conditions and restrictions of this act and of the rules and regulations made 
thereunder, upon application as hereinafter provided, to grant to public cor- 
porations the privilege of establishing, operating, and maintaining foreign trade 
zones in or adjacent to ports of entry in the continental United States (except 
the Canal Zone), and in Hawaii, Porto Rico, and the Philippine Islands, whose 
location and general availability for conducting foreign commerce make them 
suitable for the accomplishment of the purposes of such zones. Not more than 
one zone shall be authorized in or adjacent to any port of entry : Provided, That 
when a port of entry is located within the confines of more than one State a 
zone may be authorized for each of such States the territory of which is com- 
prised in such port of entry. 

Sec. 3. That foreign and domestic merchandise of every description, except 
such as is prohibited by law, may, without being subject to the customs laws 
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of the United States, except as otherwise provided in this act, be brought into 
a zone and there stored, exhibited, broken up, repacked, assembled, distributed, 
sorted, refined, graded, cleaned, mixed with foreign or domestic merchandise, 
or otherwise manipulated, or manufactured, and be transshipped, exported, or 
sent into customs territory of the United States therefrom, in the origins I 
package or otherwise ; but when merchandise is ,so sent from a zone into cus- 
toms territory of the United States it shall be Subject to the laws and regula- 
tions of the United States as imported merchandise : Provided, That merchandise 
the growth, produce, or manufacture of the United States, when sent into 
customs territory without being adVa'flcecT fir value or improved in condition by 
any process of manufacture or other means, may reenter customs territory 
from a zone without being subject to custohis duties, but proof of identity of 
such merchandise the growth, produce or manufacture of the United States 
shall be made under regulations prescribed by the Secretary of the Treasury. 

Sec. 4. That the Secretary of the Treasury shall assign to the zone the nec- 
essary customs officers and guards to protect the revenue and to provide for 
the entry of goods into customs territory. 

Sec. 5. That vessels entering or leaving a zone shall be subject to the Opera- 
tion of all of the laws of the United States, except as otherwise provided in tfite 
act, and vessels leaving a zone and arriving* at a eustoms port within the 
United States or its possessions shall be treated as if coming from foreign 
territory in so far as customs laws and regulations 1 are concerned. 

Sec. 6. That each application shall state in detail— 

(1) The physical qualifications of the location where it is proposed to estab-v 
lish a zone, showing <a) the land and- Water or land or water area or land 
area alone if the application is for its establishment in or adjacent to an inte- 
rior port; (b) the ease of segregation from customs* territory; (c) the natural 
fitness of the area for a zone; and (d)' the* possibilities of future expansion of 
the area of the zone ; 

(2) The facilities and appurtenances which it" is proposed to provide and the 
preliminary plans and estimate of cost thereof; and the existing facilities and 
appurtenances which it is proposed' tb utilize; 

(3 The time within which the applicant proposes to commence and complete 
the work of the construction of the tfone^ and of such facilities and appur- 
tenances ; 

(4) The methods proposed to finance the itfi'dertaking ; ' 

(5) Such other information as the Secretary may require to- enable • him te 
determine whether the applicant should receive a grant ; and 

(6) The Secretary, may, upon his own initiative' or upon 1 request, permit the 
amendment of the application. 

When additions or improvements to or inati established zone are proposed 
or required, they shall be subject to the approval of the Secretary as provided 
in this act for an original application. 

Sec. 7. That if the Secretary finds that the proposed plans and location are- 
suitable for the accomplishment of the purpose of a foreign trade zdtte under 
this act, and that the facilities and appurtenances which it is proposed to pro- 
vide are sufficient, he shall make the grant. If the findings of the Secretary 
lead him to refuse the grant the applicant may appeal to a board consisting 
of the Secretary of the Treasury and the Secretary of War, whose decision 
shall be final as to the grant of the application. 

Sec. 8. That the Secretary is hereby authorized and directed to prescribe 
such rules and regulations as may be necessary, in his judgment, concerning the 
application, the grant of the privilege, the construction, operation, and main* 
tenance of the zone and its facilities and appurtenances, the length of time 
after the grant of the privilege within which the construction' shall start and 
within which the work shall be completed and the zone opened for business, 
and all other matters relating to the carrying out of this act. 

Sec. 9. That the Secretary shall cooperate with the State, subdivision, and 
municipality in which the zone is located in the exercise of their police, taxa- 
tion, sanitary, and other powers in and in connection with the zone. He shall 
also cooperate wth the United States Customs Service, the Post Office Depart- 
ment, the Public Health Service, the Bureau of Immigration, and such other 
Federal agencies as have jurisdiction in ports of entry. 

Sec. 10. That for the purpose of facilitating the investigations of the Secre- 
tary and his work in the granting of the privilege, in the establishment, opera* 
tion, and maintenance of a zone, the President may direct the executive de- 
partments and other establishments of the Government to cooperate with the 
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Secretary, and for such purpose each of the several departments and establish- 
ments is authorized, upon direction of the President, to furnisii to the Secre- 
tary such records, papers, and information in their possession as may be re- 
quired by him/ and temporarily to detail to the service of the Secretary such 
officers, experts, or engineers as may be necessary. 

Sec. 11.' That if the title to or right of u?er of the property to be acquired for 
a zone rests in the United States, a contract of lease may be entered into 
between the grantee of the privilege and the department or governmental 
establishment of the United States having direct charge of such property for 
such a term of years and under such conditions and such regulations as may 
be agreed upon between the grantee and such department or governmental 
establishment of the United States, with the approval of the Secretary. 

Sec. 12. That the grantee is hereby granted the right to condemn in a court 
of competent jurisdiction the necessary area in land and water or land or 
water, and subsequently to condemn such additional area of land and water or 
land or water as from time to time may be needed. Such condemnation shall 
be ah exercise of the right of eminent domain. 

The area included or to be included in the zone shall be considered as 
used for a public utility. 

Sec. 13. That each grantee shall provide and maintain in ( connection with 
the zone — 

(a) Adequate slips, dpcks, wharves, warehouses, loading, and. unloading 
and mooring facilities; 

(&) Adequate transportation connections with the surrounding, territory 
and with all parts of the United States, so arranged as to permit of proper 
guarding and inspection for the protection of the revenue; 

(c) Adequate facilities for coal or other fuel and for light and power; 

(d) Adequate water and sewer mains; 

(e) Adequate quarters and facilities for the officers and employees of 
the United States, State, and municipality whose, duties may require their 
presence within the zone. 

' Sec. 14. That with the approval of the Secretary and under reasonable 
and uniform regulations for like conditions and circumstances, the grantee, 
may permit private persons, firms, corporations, or associations to erect. such 
buildings and other structures, with the approval of the Secretary, as will 
meet their particular requirements: Provided, That such permission shall not 
constitute a vested right as against the United States, nor interfere with the 
regulation of the grantee or the permittee by the United States, nor interfere 
with or complicate the revocation of the grant by the United States; And 
provided further, That in the event of the United States or the grantee de- 
siring to acquire the property of the permittee no good will shall be considered 
as accruing from the privilege granted to the zone: And further provided, 
That such permits shall not be granted on terms that conflict ,with the public 
use of the zone as set forth in this act. 

Sec. 15. That each zone shall be operated as a public utility, and the 
grantee shall afford to all who may apply therefor the use of the zone and 
its facilities and appurtenances, and uniform treatment in respect to all 
services rendered them by the grantee under like conditions and circum- 
stances, subject to such treaties or commercial conventions as are now in 
force or may hereafter be made from time to time by the United States with 
foreign Governments. 

All rates and charges for all services or privileges within the zone shall be 
fair and reasonable. 

Sec. 16. That, except under permits granted under regulations prescribed 
by the Secretary, no person shall be allowed to reside within the limits of 
the zone except guards and officers and employees of the grantee or of the 
United States or of the State or subdivision thereof or municipality in which 
the zone is located whose presence is necessary for the safety and policing 
of the zone and protection of the revenue ; nor shall any person remain within 
the zone unless he is actually working in connection with the handling of 
vessels, their cargoes, or the merchandise or articles stored or being handled 
manufactured, or otherwise manipulated within the zone. 

The Secretary may at any time order the exclusion from the zone of any 
goods or process of treatment that in his judgment is detrimental to the public 
interest, health, or safety. 

No retail trade shall be conducted within the zone, except the sale by per- 
mittees under a special license approved by the Secretary. Such permittees 
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shall sell no goods except such as are brought into the zone from customs 
territory. 

Sec. 17. That the form and manner of keeping the accounts of each zone 
*hali be prescribed by the Secretary. 

Each grantee shall make to the Secretary annually, and at such other times 
as he may prescribe, reports containing a full statement of all the operations, 
receipts, and expenditures, and such other information as the Secretary may 
require. 

The Secretary shall make a report to Congress on the first day of each 
regular session containing a summary of the operation and fiscal condition of 
each zone and transirfit therewith copies of the annual report of each grantee. 

Sec. 18. That the grant shall not be sold, conveyed, transferred, set over, or 
assigned, and shall not be operated otherwise than as a public utility. 

Sec. 19. That the grant may be surrendered by the grantee at any time after 
the expiration of ten years after the completion and opening of the zone for 
business, upon one year's notice in writing to the Secretary, and under such 
rules and regulations as the Secretary may prescribe. In the event of such 
surrender the United States shall incur no liability, nor shall it pay any 
remuneration to such grantee in any manner whatever. 

Sec. 20. That in the event of war or other national emergency the United 
States may take over, occupy, and use any part of or all of any zone or its 
facilities or appurtenances for such time as the exigencies of the case may 
demand. The damage suffered by the grantee by reason of such taking, occu- 
pation, and use shall be determined as prescribed by law. 

Sec. 21. That in the event of continued violation of any of the provisions of 
this act by the grantee the Secretary of Commerce, the Secretary of War, and 
the Secretary of the Treasury, or a majority of them, may revoke the grant 
after four months' notice to the grantee and affording it an opportunity to be 
heard. The testimony taken before the Secretaries. shall be reduced to writing 
and filed in the records of the Department of commerce. * 

In the conduct of any proceeding under this section for the revocation of a 
grant the Secretaries may confpel the attendance of witnesses and the giving 
of testimony and the production of documentary evidence, and for such purpose 
may invoke the aid of the district courts of the United States. 

An order under the provisions of this section, revoking the grant, issued by 
the Secretaries, shall be final and conclusive, unless within ninety days after 
its service the grantee appeals to the circuit court of appeals for the circuit 
in which the zone is located by filing with the clerk of said court a written 
petition praying that the order of the Secretaries be set aside. The clerk of 
the court in which such a petition is filed shall immediately cause a copy 
thereof to be delivered to the Secretaries, and they shall forthwith prepare, 
certify, and file in the court a full rnd Accurate transcript of the record in the 
proceedings held before them under this section, the charges, the evidence, 
and the order revoking the grant. The testimony and evidence taken or sub- 
mitted before the Secretaries, duly certified and filed as a part of the record, 
shall be considered by the court as the evidence in the case. 

On such appeal the court shall review the record of proceedings before the 
Secretaries, and if the decision of said Secretaries shall be supported by 
evidence shall only make decision on errors of law. 

Sec. 22. That if any provision of this act or the application of such provision 
to certain circumstances be held invalid the remainder of the act and the 
application of such provisions to circumstances other than those as to which 
it is held invalid shall not be affected thereby. 

Sec. 23. That the right to alter, amend, or repeal this act is hereby reserved. 

The Chairman. Mr. Dwyer, do you want to make a further 
statement? 

STATEMENT OF MR. J. J. DWYEB. 

Mr. Dwyer. J. J. Dwyer, of San Francisco, Calif. 

Mr. Chairman, I am acting this morning for the proponents of the 
bill in arranging the program, the design being to expedite the hear- 
ing as much as possible by methodizing. We have kept in mind the 
suggestion of the chairman the other day to avoid duplicating testi- 
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mony already submitted before the Ways and Means Committee on 
another bill. 

The Chairman. Mr. Dwyer, you misunderstood me if you under- 
stood me to say that you were not to cover the ground gone over 
before the House committee. You can go over as much of that 
before this committee as you desire, but what we wanted to avoid was 
duplication of what was said before this committee. You need not 
leave out anything here because you have covered it before the House 
committee. 

Mr. Dwyer. This morning we have arranged to submit as wit- 
nesses Mr. John H. Rosseter, director of operations of the United 
States Shipping Board, who will address himself to the general 
theory and practice of free zones ; Mr. William Kent, of the United 
States Tariff Commission, who will analyze and explain the various 
provisions of the bill, especially those that have been more or less 
discussed here with particularity by the members of the committee. 

We also expect to have here and submit the testimony of two 
specialists on the propositions and arrangements involved in this 
bill— Dr. Roy S. MacElwee, assistant director of the Bureau of For- 
eign and Domestic Commerce of the Department of Commerce, and 
Mr. George W. Ashworth, chief of the Division of Customs of the 
Treasury Department — both of whom have been in consultation with 
the proponents of the bill with regard to the features of it that per- 
tain to their particular departments, and they are quite competent to 
answer the questions of the committee with regard to their depart- 
ments and the operation of the bill under their departments or to 
make any suggestions that may be desired from their departments 
to facilitate the operations of the zone or to protect the Treasury 
Department with regard to the collection of the revenue in the zone 
and shipment from the zone. 

The first statement will be submitted, if you please, by Mr. John H. 
Rosseter. 

The Chairman. Mr. Dwyer, I understood Mr. Rosseter to say he 
would like to come on last. 

Mr. Rosseter. I would prefer that. 

Mr. Dwyer. Well, that is Pgreeable to us. Then the next would be 
Mr. William Kent, of the United States Tariff Commission, to take 
up the explanation of the bill. 

STATEMENT OF ME. WILLIAM KENT, OF THE UNITED STATES 
TAKIFF COMMISSION, IN CHABGE OF INVESTIGATION. 

Mr. Kent. Mr. Chairman, in the beginning, I am "sorry we do not 
have a general statement before goin^ into the analysis of the bill, 
but if the program is different I will take up the bill section by 
section. 

I believe it is entirely unnecessary to discuss the first section. It is 
self-explanatory ; that is, that the Secretary of Commerce 

The Chairman. I think you need not discuss that, Mr. Kent. 

Mr. Kent. We will omit section 1. That is self-explanatory. 

Now, section 2 is the authorization of the Secretary of Commerce 
to permit the privilege under provisions set forth later in the bill. 

145561—19— G 
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I think it is clear why the Canal Zone is excluded. The theory 
of the bill is that these improvements shall be made by those locally 
interested and shall not be general Federal improvements. This 
would be impossible in the case of the Canal Zone, because there 
would not be a resident population there to profit by the privilege ; 
and, in addition to that, the zone is held under different tenure by 
the United States from the other places mentioned, so that the Canal 
Zone, although it may be an eminently proper place and a very 
desirable place in which to carry out free-zone practice, needs dif- 
ferent treatment and would probably have to oe handled directly 
by the Federal Government both as to preparation and as to opera- 
tion. 

The Chairman. Importations come in there now free of duty, do 
they not? 

'Mr. Kent. They did. I do not know what the practice is now; 
Mr. Ashworth, do you know ? 

Mr. Ashworth. It is treated as foreign country, and articles com- 
ing into this country from the Canal Zone are subject to duty. 

Mr. Kent. It would not need any free zone at the present time. 

Mr. Ashworth. No, sir. 

The Chairman. That is what I thought. 

Mr. Kent. I think we had better pass over section 3 until the 
other members come. 

The Chairman. I do not know whether they are coming or not, 
Mr. Kent. 

Mr. Kent. All right; section 3 seems to be the point where the 
most discussion will occur. The theory under which the bill was 
framed, similar to that of Hamburg, was that there should not be 
given a special consideration to manufactures in the free zone. 

We have found a great deal of difficulty in handling this matter, 
because people that are opposed to the idea of labor-saving and time- 
saving devices of the zone believe that the zone will become the seat 
of a tremendous amount of manufacture that will render it unfairly 
competitive with customs territory. That is one side of the situa- 
tion. 

The original idea of the bill was to severely handicap the zone as 
against customs territory for internal domestic manufacture, so that 
the bill provided originally that all goods taken into the zone, if 
they went out of the zone again into customs territory, should pay 
duties as though they had come from a foreign country. That is 
the original bill* 

That idea seemed erroneous, and so subsequently the legislation 
was modified to the extent of permitting free egress of domestic 
goods that had gotten into the zone either through a foreign coun- 
try or directly from customs territory in accordance with the same 
law that now prevails as to American s:oods entering customs ter- 
ritory from a foreign country, namely, that if not advanced in value 
or improved, in conditions by any process of manufacture or . other 
means, they should not be subject to customs duties, but proof of 
identity of such " merchandise, the growth, produce, or manufacture 
of the United States shall be under regulations prescribed by the 
Secretary of the Treasury." 

So that now in this proposed bill all American goods entering the 
zone can go out of the zone under the same conditions that they 
could enter customs territory if they had been to a foreign country. 
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Complaint has been made that this is handicapping American 
goods reentering customs territory from the zone. The answer is 
that if it be necessary to identify the foreign goods going out of 
the zone into the customs territory* so as to leave immune from cus- 
toms duties the' American goods, we would then have in the zone all 
the procedure of customs inspection, delay, and examination that the 
bill is intended to correct. 

On the other hand, if we intend to allow American goods enter- 
ing into blending or manufacture to enter the customs territory 
for which, in the theory of the bill, they were not originally in- 
tended, we should have a tremendous difficulty of identification if 
they had been mixed, manufactured, or blended. We would have 
a sort of reverse of the drawback system and we would not in that 
case give credit to the American labor item in the zone. 

Again, if we should attempt to give credit to the American labor 
item in the zone we would be forced at once to establish within the 
zone an optional system of drawback. That is possible. Unless 
that system were optional, unless the manufacturer or mixer or 
blender should go to the Treasury Department and call in the 
Treasury Department to witness his operations and to take notice 
of the foreign goods and collect duty on the foreign goods that en- 
tered into the blend or manufacture, it would be impossible to pro- 
tect the revenue of the United States from these foreign elements. 
It would be a serious damage to the home market, because on going 
from territory where foreign goods freely enter to the customs 
gate it is absolutely necessary to place the burden of proof on the 
goods as to their American origin rather than to place the burden 
of proof upon the Treasury officials to prove their foreign origin 
in part or in whole. 

For these reasons the bill now provides — and I think clearly pro- 
vides ; I do not think there is any doubt about the proposed section 
3 as to its meaning — it clearly provides that if anyone wishes to 
take American goods from the zone territory to the customs gate 
he may do so on proof of identity. 

This proof of identity is necessarily laid upon the man who goes 
to the customs gate with goods. It is only fair, as I see it, that it 
should be so ; and any procedure that does* not clearly place the 
burden of proof on the man taking American goods from the zone 
back into customs territory either nullifies the entire purpose of the 
act or places such a burden upon the Treasury Department as to 
make the process dangerous and liable to abuse. 

As I stated in the beginning, it would be possible if it were con- 
sidered desirable, which I very much doubt, to permit a drawback 
system if required by the person who would carry mixed goods or 
unidentified American goods back into customs territory. 

The Chairman. Now, Mr. Kent, under section 3, as I understand 
it as it is now, domestic goods taken into a trade zone would have to 
pay a tariff as if imported when taken into customs territory, unless 
they have not been advanced in value or improved in Condition* 
Mr. Kent. Yes. 

The Chairman. That is correct? 
Mr. Kent. Yes, sir. 
The Chairman. All right. 
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Mr. Kent. Unless, as I stated before, you established in the zone 
an optional drawback system, which I consider very undesirable. 

The Chairman. What I mean is that under the terms of that 
section as it is now that is the fact? 

Mr. Kent. Yes, sir. 

The Chairman. Probably right there your Treasury expert might 
answer this question : Does not that make this bill one anecting the 
revenue? 

Mr. Ashworth. I would say so. 

The Chairman. Then, how can it originate in the Senate ? 

Mr. Ashworth. Well, I could not pass on that question. I am 
here to answer administrative questions. 

The Chairman. I think the question answers itself, as far as that 
is concerned. 

Now you may proceed, Mr. Kent. 

Mr. Kent. I could not deny that. I am not here to answer legal 
questions either. I am not posted enough to do it, but I should say 
when the optional drawback was established I presume that would 
answer the question, but I do not think that would be desirable. 

Section 4 is obvious in its intent. It makes it compulsory upon 
the administration of the zone that there be a customs gate left 
open and that the proper people are there to see that that is 
administered. 

Section 5 is a necessary adjunct, because the vessels having escaped 
customs procedure in the zone are necessarily treated as though 
coming from foreign territory. It is the easiest method you could 
put on. If that " foreign territory " were objected to as a mere 
explanation, why, it could be reworded. 

Section 6 provides for the desiderata and necessities to accompany 
an application. It is quite obvious that a port should not be granted 
this privilege unless there was some good reasons for it, and that 
this limitation coupled up with the limitation of the necessity of 
adequate expenditure as found later on in the bill would cut out 
ports that were unworthy from a national standpoint of the privi- 
lege and whose operations might not benefit national commerce 
but only complicate things and make more inspection or more work 
necessary to either the commerce or the Treasury Department. 

There should be two minor typographical corrections. There 
should be a period at the end of the word " grant " and the figure 
"(6)" should be stricken out. 

The Chairman. Were is that? 

Mr. Kent. That is on page 5. 

The Chairman. What lines? 

Mr. Kent. Lines 9 and 10. 

(1), (2), (3), (4), and (5) is a series of things, and what is num- 
bered (6) is not in that series. It is a separate matter. 

The Chairman. You say "(6)" ? 

Mr. Kent. Strike out the figure "(6)" in line 10. 

The Chairman. And strike out the word " and " in line 9 ? 

Mr. Kent. Yes. I think the rest of it is obvious. 

Now, section 7 is to answer objections as to the possible arbitrary 
action of the Secretary of Commerce. . 

It might be claimed by interested people that, the Secretary of 
Commerce had exercised arbitrary authority in rejecting an appli- 
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cant, and the question at once arose as to the nature and possibility 
of an appeal. Of course, there might be a general commission that 
would be final, but these general commissions, in my opinion, are 
extremely difficult to obtain unless established de novo, and I know 
the Congress is not anxious to establish new commissions. So the 
idea occurred that to prevent suspicion of arbitrary action, or to pre- 
vent arbitrary action, there might as well be an appeal to another 
board; and in that connection the Secretaries of the Treasury and 
of War would seemingly be the proper people, the Secretary of the 
Treasury having to do with the revenues, and having some connection,, 
therefore, with the zone system, and the Secretary of War, who, with 
his board of Army engineers, has the burden of looking after the 
harbors of the country. 

The Chairman. Let me ask you what you think of this suggestion, 
Mr. Kent, that that board of appeals should be composed of the Sec- 
retary of Commerce and the Secretary of the Treasury and the 
Secretary of War? 

Mr. Kent. That is a mere matter of detail. 

The Chairman. Yes; I understand that. 

Mr. Kent. One gentleman in the Ways and Means Committee ob- 

J'ected to the Secretary of Commerce being one of a board to review 
is own actions. He might get some new light. It is entirely proper, 
undoubtedly, to put him in there if you want to, but that was done 
on account of that objection. He practically would be one of them. 

The Chairman. Of course, if you yield to every objection that may 
be presented, there probably would not be much left of the bill. 

Mr. Kent. No. We have not yielded to any of them very much. 

Section 8 is practically the regular section providing for rules and 
regulations and providing for a definite time in which the work shall 
be completed. 

The Chairman. Unless you have in mind some particular section 
you think should be called attention to, I suggest you take no time 
on this, because we have several others to be heard and the Senate 
meets at 11 o'clock this morning. 

Mr. Kent. That is too bad. 

We will go over to section 16, on page 10. The third paragraph 
on page 10. 

No retail trade shall be conducted within the zone except the sale by per- 
mittees under a special license approved by the secretary. Such permittees 
shall sell no goods except such as are brought into the zone from customs 
territory. 

You probably will recollect in the original bill there was nothing 
allowed in there but ship stores and food for the employees. Now, 
as long as all these goods are to be brought in from customs territory, 
that could very properly be broadened, and the man could sell news- 
papers and tobacco or anything he- saw fit in there that was needed 
and that could be subject to permit. There is no sense in curtailing 
it down to those two things. 

Now, section 21, as we are dealing with municipal corporations or 
public corporations, we cut out the idea of suspension. Suspension 
is hostile to the whole scheme. A suspension would practically be 
as bad as a revocation, cut out everything. So we have cut out the 
idea of suspending for any cause. 
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The question of a need of a revocation clause — ths chief reason I 
can see is that it is conceivable that a municipality or public cor- 
poration might sublet everything in the zone to people who would 
create a monopoly and prevent the general use of the zone for the 
benefit of the national commerce, so it seemed necessary to have in 
the possibility of a revocation in such an event, and we have in there 
a sort of court, preliminary court, composed of the Secretary of 
Commerce, Secretary of War, and Secretary of the Treasury, to sit 
on this question of revocation, and then we put in court procedure 
which is carefully outlined for an appeal, and I think that is all the 
analysis I want to make, Mr. Chairman. 

Mr. Dwyer. Mr. Chairman, the next witness is Dr. Roy S. Mac- 
Elwee, Assistant Director of the Bureau of Foreign and Domestic 
Commerce in the Department of Commerce. 

Senator Fletcher. On page 12, instead of the court of appeals, 
should not that be to the district court? The zone, for instance, 
might be in the very next town where the district court is being 
held and that court is open, but if you have to take it to the circuit 
court of appeals you might have to go several miles and not get a 
hearing for a long while. Why take the appeal to the circuit court 
of appeals? Why not take it to the district court of the United 
States? 

Mr. Kent. I could not pass on that, Senator. 

Senator Fletcher. It seems to me it ought to go to the district 
court. 

Mr. Dwyer. The idea there was not to have an examination of 
questions of fact, which would take place in the district court. 

The Chairman. Not if you limit it to errors of law, as you do in 
this act. 

Mr. Dwyer. The design was to abbreviate legal proceedings by 
taking it directly to the court of appeals ? 

The Chairman. I see the purpose of it, but you see the force of 
the suggestion that Senator Fletcher made, too. 

Mr. Dwyer. Yes, sir. 

Mr. Kent. On page 2, line 23, the word "the" before the word 
" territory " should be stricken out. That really means some of the 
territory, and it can be just as well covered by striking out the word 
"the." 

Mr. Dwyer. Dr. Roy S. MacElwee, Assistant Director of the 
Bureau of Foreign and Domestic Commerce of the Department of 
Commerce. I will say, by way of introduction, that Dr. MacElwee 
is a profound student of the entire free-port or free-zone policy and 
has written a book on the subject, and for many years was a resident 
of Hamburg and at other places on the continent of Europe and in 
business there and made a study practically and directly of the opera- 
tion of free zones or free ports in Europe. 

STATEMENT OF DR. ROY S. MacELWEE, ASSISTANT DIRECTOR OF 
THE BUREAU OF FOREIGN AND DOMESTIC COMMERCE IN THE 
DEPARTMENT OF COMMERCE. 

Dr. MacElwee. Mr. Chairman and gentlemen, I feel that the 
subject is so large that I would rather be cross-examined on some of 
the workings and practices of those zones, as far as I am competent 
to answer. 
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. The Chairman. Well, can you not tell us briefly the method at 
Hamburg and the ports there? 

Dr. MacElwee. Yes, sir. 

The Chairman. And in general the operations? 

Dr. MacElwee. Yes, sir. Of course, the history of it we all know 
is a compromise with the high tariff, in order to retain the transship- 
ment trade after the high tariff went into effect. When the zone was 
segregated great difficulty arose concerning the domestic commerce 
and coastwise trade and river commerce passing up and down the 
River Elbe that was not foreign commerce ; and in order not to bar 
the Eiver Elbe from the traffic of domestic commerce through the 
zone the authorities, that is the city, went to a great expense to 
dredge a little canal that happened to be there into a good-sized 
canal sufficiently large for coastwise and river vessels to go around 
the zone, so that it was not necessary for domestic goods to enter the 
zone, and there is a large part of the commerce — that is, up until the 
war — occupied entirely with the coastwise domestic trade, water 
transportation in general. 

Domestic goods never enter the zone unless it is necessary in a 
process in the zone for export, and that may explain why the manu- 
facturing in the zone as such — that is, the manufacturing of ma- 
chinery and that sort of thing — has never developed. Their home 
market was of such importance and the advantage of keeping all 
their processes together was such that they preferred to use a kind of 
a drawback system and manufacture elsewhere. 

This was brought out in paragraph (3). 

The Chairman. What is the area of the zone there ? 

Dr. MacElwee. The water area is about 1,200 acres, and a little 
more than 1,200 acres of land. 

The Chairman. What use was this land put to ? 

Dr. MacElwee. A large part of the land with the wharves and 
warehouses of the foreign commerce of the port, extending the for- 
eign commerce; that is, the deep-sea commerce. Then there was a 
section devoted to the large shipbuilding organization. The Levia- 
than was built there. 

The Chairman. That is, there was a shipbuilding plant in the 
zone? 

Dr. MacElwee. Yes, sir; and in that connection it is interesting 
to note that one of the large shipbuilding concerns with which I 
succeeded in making elevator contracts for the ships just before the 
war, near Bremen Harbor, just that shipbuilding plant was made 
a free zone and a fence put around it at their request. That is an 
interesting side light. 

The Chairman. What was the object of doing that? What was 
gained by it ? 

Dr. MacElwee. They built up their shipbuilding plant from the 
beginning by incorporating into their ships everything that they 
could buy cheaper in England. They had no compunctions in the 
early days against buying practically all the parts except the steel 
hull itself in England and erecting it in their own territory and call- 
ing it a German ship. 

Mr. Dwyer. So these materials were free of German duty, 

Dr. MacElwee. Free of German duty, and they have always re- 
mained free. 
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Senator Fletcher. And it was done to avoid the payment of duty 
on all shipbuilding material and supplies ? 

Dr. MacElwee. Yes, sir; it was done in order to comply with 
their own shipping laws. It was a dodge as much as anything. The 
last ships did not have 1 per cent of the material from foreign 
sources. Twenty-five years before the war probably more than half 
of the value of the ship was purchased abroad. 

That is germane to the bill as drawn here. 

Senator Fletcher. Section 3. Is it possible to import merchan- 
dise that is subject to duty, put it into this free zone and then, after 
it is put into this free zone, nandle or manipulate or manufacture it 
without increasing it in value and then distribute it to domestic 
buyers without it paying any duty ? 

Dr. MacElwee. No, sir — you mean the finished article is without 
duty ? It is subject to exactly the same duties coming from the free 
zone as if it were imported direct from a foreign country — the fin- 
ished article. 

Senator Fletcher. This proviso seems to say that merchandise, 
the growth, produce, and manufacture of the United States, can be 
sent into customs territory without duty if it has not been advanced 
in value. 

Mr. Kent. That is the existing law for customs territory. 

Senator Fletcher. Oh, yes. 

Dr. MacElwee. There is no difference whatever in the handling 
of goods into customs territory from the free zone and from a pier 
except you have a larger base from which to work and do not have 
to remove it immediately to avoid congestion of piers. That, to 
my mind, is the greatest advantage of the bill. 

Senator Lenroot. What is the German law with reference to these 
domestic goods going into the zone and coming back into Germany 
without paying dutv? 

Dr. MacElwee. Unless you take something in there, such as ma- 
chine tools, or the workingman's own tools that he takes into the 
zone — he has to get a pass, and when he comes out he has to show he 
has the same number and the same kind and no more. 

Senator Lenroot. Then, no domestic merchandise in Germany can 
get into that zone and go back into Germany without paying the 
German tariff? 

Dr. MacElwee. No, sir. 

Mr. Kent. Could not a German automobile for export go into that 
zone and then go back into Germany? 

Dr. MacElwee. Yes; that is possible. 

Mr. Kent. It is a question of identification, is it not? 

Dr. MacElwee. Yes. I see what you mean. If you want to with- 
draw it again and can show its origin. I never had occasion in my 
practice in hoisting machinery for a number of years and then the ele- 
vators — that is, passenger elevators and freight elevators — to with- 
draw anything, because I was representing an American firm and we 
were importing into the zone and then transshipping from there 
But I know there are provisions. When I would ride down there in 
an automobile I could get out again in that same automobile by tak- 
ing a slip showing I entered with this car numbered so and so, regis- 
tered number. Then it is possible to take out a certificate and when 
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you bring the article out again as long as it can be identified as the 
same article it can be removed again. 

Senator Lenroot. Then the German law is the same as our Ameri- 
can law about merchandise being shipped out and reshipped back 
without duty ? 

Dr. MacElwee. Very similar. 

The Chairman. Let me ask this question: Suppose an automobile 
should be brought into the free zone of Hamburg from England and 
a domestic automobile from Germany be taken in there and one 
part taken out of the machine and this part put in and then the ma- 
chine brought into German territory, would they put the tariff on this 
part? 

Dr. MacElwee. They would put the tariff on the whole automobile 
and you would have to pay the tariff on the part that went in unless 
you can identify it. 

The Chairman. You can identify it? 

Dr. MacElwee. Yes. 

The Chairman. That is what I want to get at. If you can iden- 
tify it, thenyou have that much tariff deducted from the automobile? 

Dr. MacElwee. I could not answer from memory and I have not 
the schedule. How far this change can take place I am unable to 
tell you, because I was not able to bring the schedules up. But, as 
a rule, only things that can be easily and completely and perfectly 
identified can be withdrawn back into customs territory without pay- 
ing a duty. 

The Chairman. Of course, you can see if they would take in a 
British machine an<J take in tour German wheels and take the Eng- 
lish wheels off and put these German wheels on, it could be very 
easily identified, of course, but what I want to get at is whether 
when that machine is brought out into German domestic territory 
th^cie v^ppl<? would nnv the tariff? 

Dr. MacElwee. I have never seen such an operation take place. 
It seems to me in most cases there would be no object in that, because 
you bring in the parts and clear them through the customs and take 
them to your domestic factory. 

The Chairman. That may be true, but I want to get at the prin- 
ciple of the thing. 

Dr. MacElwee. I see. But I do not see the object in doing it in 
practice. There would be nothing gained. I do not mean to evade 
your questions. 

The Chairman. Suppose then they bring the parts of a machine 
from England and then they take parts of a machine of German 
manufacture into this free zone, put them together and make a 
machine out of them, the domestic parts, of course, being such as can 
be made very easily identified; then they bring the machine out in 
German territory, and what about the tariff? 

Dr. MacElwee. Well, that is the question that I can not answer, 
but in practice they do not do it that way. 

The Chairman. That is a process it seems to me that might well 
he carried on. Possibly not with reference to an automobile, but 
with reference to a great many manufactured things, that they could 
import some parts of an article and supply the other parts from 
domestic manufacture and put them together and make a complete 
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article. It seems to me that would very likely be done frequently, 
and so I would like to know how they apply their tariff law to that. 

Dr. MacElwee. Yes, sir. In practice it does not work that way. 
They would take the domestic parts into the zone only where they 
were trying to make something for export. 

The Chairman. I can see how that would be the general rule. 

Dr. MacElwee. Yes; and I presume our existing customs rules 
for identification if anything is taken into a bonded warehouse and 
taken out again would apply very much the same way to a zone 
in theory, but in practice if they were going to increase the value 
of anything they would not increase it in the free zone, but increase 
it in the customs area and bring in the low-valued article in order 
to increase it. 

Now, I might mention the case of binders. The American com- 

?any started to build binders, but they did not build the knotters. 
hey imported the knotters from Chicago and paid the duty on 
parts which was less than on the finished machine, and took it to 
the factory and built it there. They never thought of building a 
factory in the. free zone to assemble parts of American machines 
and German parts to ship to Scandinavia, for instance, because it is 
not profitable to do it. 

Mr. Kent. Do they have a drawback system there? 

Dr. MacElwee. No; they brought in the parts and finished the 
article, and then shipped the finished article. 

Mr. Kent. I mean do they have a drawback system in customs 
territory in German? 

Dr. MacElwee. Yes; I say it is possible to do it, but in practice 
there is no demand for that. 

The Chairman. What other manufacturing is done in that zone? 

Dr. MacElwee. It is mostly rice milling, skin sorting, coffee roast- 
ing and blending. 

The Chairman. What was the importance -of having that in -that 
zone? 

Dr. MacElwee. They could increase the value and reexport with- 
out the tedious processes of customs supervision and drawbacks, sim- 
ilar to our bonded warehouse and manufacturing in bond. They 
avoided the red tape and accomplished the end. 

The Chairman. What was the end desired ? 

Dr. MacElwee. The end was to build up the transshipment trade. 
For instance, is growing to be a great coffee center. There is no 
reason why Santos and Java coffee should not be brought to New 
York and be roasted and blended and put up in convenient packages 
and reshipped to the West Indies, Canada, New Mexico, or anywhere 
they want to send it. 

The Chairman. Where is this done now ? 

Dr. MacElwee. It is done in bond, I presume. 

Mr. Kent. No ; coffee is free. 

Dr. MacElwee. I took a bad example then, that is all. 

Senator Fletcher. Well, sugar. Would they make free zones of 
these refineries? 

Dr. MacElwee. If a refiner wanted to refine for export they would 
find a free zone an advantage. Two or three years ago I noticed the 
drawbacks on sugar were around $20,000,000. 
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Senator Fletcher. Where would that benefit this country? It 
would benefit the refinery, but I do not know that they particularly 
need benefiting. How about the domestic consumers here, the people 
of this country ? 

Dr. MacElwee. That is a thing that can be regulated in the bill at 
any time that you think domestic consumers are being hurt. You can 
put the lever down on them under this bill at any time. 

The Chairman. How ? 

Dr. MacElwee. It says " except as prohibited by law." You can 
prohibit it by law at any time. 

The Chairman. You mean shut them out of the free zone? 

Dr. MacElwee. No ; shut them out of importing sugar. If you feel 
we have enough sugar in the United States shut down on them im- 
porting it. The question of having the drawback now does not affect 
the American consumer in any way. 

The Chairman. I understood Senator Fletcher's question was what 
benefit would it be to the consumer in making lower priced sugar to 
save these people from all these hindrances? 

Dr. MacElwee. Well, it is the same benefit that any prosperous 
industry brings to a country as a whole. If we make it more con- 
venient to have England or Germany or some country refining sugar, 
so that the investment in sugar mills becomes foreign instead of do- 
mestic, the bank clearance, the shipping in connection with it, in- 
surance, and all other- processes that go to a great industry, including 
the profits, go into foreigners' hands instead of our own, we simply 
are violating one of the great bases of economic development by 
which any city entices industries to come to that city. 

The Chairman. What prosperity at Hamburg can you trace to 
the free zone ? As I understand, you are very familiar with the de- 
velopment of that free zone and its benefits. Now, what benefits 
can you trace to the free zone, if any ? 

Dr. MacElwee. Well, that is about as difficult as asking which 
course in your dinner put on the greatest amount of fat. 1 do not 
want to be flippant at all. The whole process of reexporting acted 
and reacted on domestic industry in a remarkable way. You will 
find it cropping out here, then you will find it running in under- 
currents there, out above everything else it built up the merchant 
marine, the marketing facilities. All those great export houses, with 
their many branches throughout the world, the banking houses 
that financed them. That was built up by doing originally their 
small amount of domestic exports, that distributing business, and 
gradually instead of distributing they drew in more and more of 
their own manufactures. That was the history of the zone. 

The Chairman. Would they not very likely have accomplished the 
same thing at Hamburg without the zone with the development of 
Germany and the development of business generally? 

Mr. MacElwee. It is a question if they could have built up the 
transshipment trade if they had had the hampering laws that we 
have, and drawbacks, bonds, and bonded manufacurmg, etc. 

The Chairman. Did they have those laws before they established 
the free zone? 

Dr. MacElwee. No, sir. 

The Chairman. Now, I am not asking in a critical spirit here, 
Doctor. 
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Dr. MacElwee. I understand. 

The Chairman. I am asking for information. 

Dr. MacElwee. I did not want you to feel that either, Senator, 
but I am afraid I am in a little longer story than I intended to go 
into. 

In the year 1181 Frederick Barbarossa granted to the city of Ham- 
burg the right of freedom of tolls or duties on their commerce, and 
they had already begun to build up a little foreign trade. 

Mr. Kent. That is all commerce, domestic as well as foreign. 

Dr. MacElwee. Yes, sir. Now, this country at that time had about 
700 little principalities. 

In 1292 the town was granted the right to govern itself and elected 
its first senate of 12 senators, and it has been governed by from 12 
to 18 senators since. They remained independent, except during the 
Napoleonic wars, when it was for about two and a* half years an- 
nexed to France, It remained an independent State, just as inde- 
pendent as the United States, although it was about the size of 
Ehode Island as a colony. 

Now, all through century after century it was a shipping center 
that was in itself as a State about the size of Rhode Island or a little 
smaller, an independent State, and it had free trade because it did 
not manufacture anything. They had nothing to protect, you see. 
They build up their commerce as a transshipping center, as a com- 
mercial center, as a banking center. 

When the center of commence shifted from Amsterdam to London 
after Oliver Cromwell's decree of navigation laws in 1651, a great 
many of the bankers came over to Hamburg and formed the first 
continental stock exchange there, 250 years ago. 

So that the city has been a free port since 1181. Now, in 1871, 
when the German Empire was formed, Hamburg refused to come in 
except it retained its residual rights that it had always had since 
1181. So far as commerce was concerned it was absolutely free. 
There were some excises levied for revenue only, but the transit and 
transshipment goods were free. 

Then about 1878 Bismarck introduced his protective tariff and 
Hamburg still stayed out free, but because of this large area it was 
extremely difficult to guard the customs borders, and there was con- 
tinual friction between the Federal Government and this State in 
guarding its frontiers. The people could slip along the border. 

I have in the book there the decrees. There was one decree that 
if anyone was found with a bundle of goods near the boundary near 
nightfall he would be arrested, etc. 

Then followed four years of bitter controversy, and I think if 
they had gotten Bismarck up there they would have tarred and 
feathered him, because he wanted Hamburg to come in and they 
refused and said their commerce had been built up on transshipment 
trade and has been of benefit to you as well as to us. 

That was finally compromised, and that compromise was that in- 
stead of the entire State being independent of customs regulations 
under their federal constitution, paragraph 37, I think it was, an 
area was set off and a fence put around it and they said, " All right, 
we will come in as far as the population of the place is concerned, 
because the population consumes some goods, if you will allow ,ou£. 
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commerce still to transship without interference." So that is the 
history of it. 

• Senator Fletcher. Then they established what is called the free 
zone ? 

Dr. MacElwee. They established what is called the free zone, and 
the State of Hamburg as a republic for centuries was in itself a 
free zone. All these princes around there, the King of Hanover and 
the Duke of Schleswig and Prussia down on one side, all had their 
own customs officers to see that nothing was smuggled into their par- 
ticular little State without paying duties, for centuries. 

The Chairman. Well, the effect of this free zone is to attract the 
shipping and commerce from all over the world. 

Dr. MacElwee. That is it. 

The Chairman. Traders from everywhere. 

Dr. MacElwee. Yes. 

The Chairman. And it builds up the ports. 

Dr. MacElwee. It builds up the ports and has other advantages 
that react on the commerce. For instance, a manufacturer that can 
go into a warehouse where the entire well equipped — we will con- 
cede now that a large port would be well equipped — that is a bad 
illustration. Take coffee, again. Suppose most of the coffee of 
the world, as it does in Hamburg, should come to that one center ; 
or take the grading of cotton — the grading was finer, there were 
more grades — auctions gave a chance for sharper bargaining; it 
was a better market. The larger the market the closer the supply 
will fit the demand. And the same with skins and other things, and 
it enabled the manufacturers to buy certain raw materials they 
wanted cheaper and better there. 

Senator Fletcher. I noted Sunday, in the Post, a whole section 
on Sweden, and one of the articles was headed " Sweden building 
three free ports. Benefits are great. Stockholm, Gothenburg, and 
Malmo to be so equipped. Ocean rates favorable factors." 

What do they gain by that ? What is the purpose ? 

Dr. MacElwee. They want to take away from Hamburg the 
wonderfully profitable business, the shipping, insurance, banking, 
and merchandising business in the Baltic that has been Hamburg's 
for a great many years, and they think by giving the same facilities 
and ease of movement that they can build those ports up. And in 
Norway you find Christiania, Christianson, and Bergen. 

Senator Lenroot. Proceed, Doctor. 

Dr. MacElwee. I went into the history of Hamburg and led up 
to the point of the strenuous efforts that Hamburg made not to be 
incorporated, and why the zone grew, and pointed out primarily 
that the prosperity of that city and that entire section of the 
country was due to the ease with which commerce could be carried 
on at that port. 

Now I should like to describe some of the processes that are 
facilitated there that are handicapped in our American ports. 

I have a map there drawn to scale showing seven of the greatest 
ports in Europe on one-half of the sheet and the port of New York 
on the other half of the sheet, drawn to the same scale; that is, you 
could drop seven of the greatest ports of the world, which in 1914 
were all very close to New York m commerce, into the port of New 
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York and they would not touch anywhere, and yet it was cheaper to 
handle business in Hamburg than at New York. 

Now some of the reasons are these: You can clear your wharves 
immediately by taking the goods away to the warehouse or to the 
railroad station and freight yards, etc., ready for the inspectors to 
come and appraise the goods before you ship it out, or to hold it. 

Ships have grown much faster than pier areas have grown, and 
in a great many of our ports your wharves are only usable to-day 
by very large cargo vessels by removing the freight about as fast 
as it comes off the ship, and you can not do that if you have to 
hold it there for customs inspection. If you move it back into the 
warehouses, as you could if the Army base in South Brooklyn or 
in Boston, for instance, were a free zone, all that speed in the move- 
ment of the ship would be made possible. There would be no con- 
gestion there. 

Now when we get the goods in the warehouse — I will take the case 
of a firm with which I had considerable relations, a hardware firm ; 
they imported locks, door checks, and blocks, lou could go down 
at any time in the free zone and go through their storerooms and 
warehouses of hundreds of specimens of locks and look at them and 
handle them, and they are open for exhibition, without that causing 
the company to tie up money for bond or anything else, tying up 
the working capital, or any inconvenience, or having to pay an in- 
spector to stay there and watch you and see you did not take some- 
thing out, because a man down at the gate was watching the gate for 
everybody that was doing a similar thing in all those 2,400 acres. 
The last remark means ease of segregation and cheapness of exer- 
cising control, because a few men can watch the whole business. 
With a couple of towers at the corners they can watch the fence 
as well, and the gateways are watched by the men on duty there. 

That firm did a large business and made Hamburg their European 
headquarters, because they could reexport from Hamburg in this 
way. The goods would come in sometimes in shipload lots from 
their factories just outside of New York. They would ship a good 
many hundred tons at a shipment, and they got a low rate on that 
large mass of freight. They put it in their warehouse there, and 
they held it there for distribution, regardless of any country, even 
down into Italy, throughout the rest of Europe. 

Now, when they distributed that they hadto change the labels on 
the packages. Tney had to change their directions for using this 
hoist ; they had to change the name plates sometimes on the machine 
itself. 

The door checks, for instance — they would take that off and put 
on a name plate either in Swedish or Danish or Dutch or Italian, or 
whatever it was. All that process could be done, which can not be 
done in bond, with the same ease as if they were in their own factory. 
And so they located there. It was the best place in all Europe for 
them to locate, and they had their branches and agents throughout 
the rest of Europe. 

Now, that was only one of many companies, foreign and native, 
that made Hamburg their headquarters for this facility that 
was offered to them. And the city grew, and the prosperity of that 
city reacted on the internal commerce of the country. 



FREE ZONES IN PORTS. 95 

I mentioned a moment ago that the question of tying up an enor- 
mous amount of money in a bond is a serious factor. I have some 
figures in there for the month of September, I think 1917 or 1918. 
It shows nearly $80,000,000 worth of goods in bond in New York 
alone. That means about $160,000,000 worth of the working capital 
of the importers and exporters and manufacturers of the United 
States has been withdrawn from productive uses without any benefit 
to the United States Government or anybody else. If they could 
have been kept in a zone that itself was sufficiently segregated to 
make a bond unnecessary — because the bond is only put up as a 
security against fraud — if you made fraud impossible, it would not 
have to be put up, and that $160,000,000 worth of capital would 
have been working for the capitalists and the stockholders and the 
people of the country generally. 

Now, the fact that the interest on that* bond has to be added to 
our costs makes it increasingly difficult for us to compete with for- 
eign commerce. Any little thing added, like the weight of a strut 
here and to the machine there, on an aeroplane, finally makes the 
machine so heavy it won't fly. There are many little things that, 
added together, make our costs prohibitive in foreign commerce, and 
the zone would cut down here, there, and elsewhere this, that and 
the other expense that is now a handicap. 

There are so many specific points where in the working out of the 
present bonding system in the United States we are handicapped and 
that there simply do not exist that I feel reticent in going on and 
trying to enumerate them. But the moment the goods are entered 
for consumption the duty is levied. 

I should prefer to try to answer questions. 

Senator Lenroot. I do not think I have any, if that is all, Doctor. 

Dr. MacElwee. Unless some one suggests another point. You see, 
I sometimes can not see the woods for the trees in this. I have 
worked in it so much that I do not see just what is bothering you. 

Senator Sheppard. I think you are doing admirably. 

Mr. Kent. I think the detail is pretty well covered by experts in 
the report. 

Senator Sheppard. I think you are giving a very fine explanation 
of it in your own way. 

Dr. MacElwee. Y ou see, I have never worked in the American 
bonded system, but I can tell you how easily it is done over there. 

Mr. Dwter. The theory of the German bonded system, I might 
inquire,- Doctor, is substantially the same as our own, is it not? 

Dr. MacElwee. Oh, yes. For instance, there are wine merchants — 
•and I put in some elevators in some of their places — wine merchants 
who import wine and put it in their cellers in bond just exactly as 
we do, and there was a customs officer in green uniform and a long 
sword — I don't see why they always wear the long sword over there — 
sitting at the gate ana you had to show you did not take out a bottle 
of wine under your coat, or anything of that sort. They use exactly 
the same system as our bonded system. But that was in the peculiar 
nature of the wine-aging business. They preferred to have the whole 
cellar bonded than to gb down and pay the rather higher rates in the 
free zone, because the free-zone rates are high because of the demand 
which people have for the rapid turn over and transshipment f acili- 
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ties, and anything that is held as long as wines are held are rarely 
taken into a bonded warehouse, the same as we do. 

Mr. Dwyer. Doctor, have you finished? 

Dr. MacElwee. Yes, sir. 

Mr. Dwyer. I would like to call Mr. George W. Ashworth, of the 
Treasury Department, chief of the Division of Customs. 

STATEMENT OF HE. GEORGE W. ASHWORTH, CHIEF OF THE DIVI- 
SION OF CUSTOMS, TREASURY DEPARTMENT. 

Mr. Ashworth. Well, Mr. Chairman, I, of course, can not add 
anything to what has already been said on the advantages of this 
free zone, and indeed I am really interested in the administrative 
features. 

I am chief of the Customs Division and, of course, have in charge 
the administration of the customs law, and it might help some if any 
questions were asked as to how merchandise is handled in this 
country under the present system and how it would be handled if the 
free zone were adopted. 

Senator Lenroot. Have you any suggestions to make upon the bill 
itself, Mr. Ashworth? 

Mr. Ashworth. Well, yes. I am afraid that this language in 
section 3 is possibly going to get us into difficulty. 

Senator Lenroot. How does that differ from the present law? Do 
you mean with respect to domestic merchandise? 

Mr. Ashworth. No ; I mean with respect to the basis of assessment 
of duty. That is what I am really interested in all the time. 

I am quite sure that when the appraiser will appraise the mer- 
chandise it will involve litigation as to whether his basis for the 
appraisement is correct. That is, how are we going to assess duty — 
on the foreign market value or the value in the zone ? 

Now I, myself, under this law will say to the appraiser that he 
must assess duty on the zone value of the merchandise. 

Senator Lenroot. What do you mean by the zone value? 

Mr. Ashworth. That is, you take foreign material that comes into 
the zone and is manufactured into an article, when it comes out into 
customs territory we will assess duty on the value of that article if 
it is ordinarily fiought and sold in the zone — on that value. 

Senator Lenroot. I see your point. 

Mr. Ashworth. Of course, now we assess duty on the foreign- 
market value. 

Senator Lenroot. Well, if it had no market value as situated in 
the zone under the language of the bill, do you think that the rule 
would be to assess duty on the foreign value? 

Mr. Ashworth. No; if we can establish the fact that the correct 
basis is a value in the zone — if we can have that litigated success- 
fully, then if it has no value in the zone we would adopt the other 
rule under the present administrative act and take the cost of pro- 
duction. 

Mr. Kent. It could not have a value in the zone, because merchan- 
dising in the zone is prohibited except in customs territory. 

Mr. Ashworth. Well, they may sell. 

Senator Lenroot. They may sell in the zone for delivery outside 
the zone. 
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Mr. Ashworth. Exactly. 

Mr. Kent. Plus duty? 

Mr. Ashworth. No ; we would not take plus duty. 

Senator Fletcher. For instance, there might be a shipment into 
the zone from England for reexport to Brazil, we will say, and that 
shipment is sold in the zone for Brazil. 

Mr. Ashworth. Yes. 

Senator Fletcher. In that instance there would be a value in the 
zone? 

Mr. Ashworth. Yes ; you have got your market value. 

Senator Fi/Etcher. Now, how, if there would be no transfers of 
the particular commodity within the zone to establish a value ? 

Mr. Ashworth. Then we would go back, just as we do under the 
present administrative act. When we can not find foreign-market 
value we take the cost of production and add for profit and overhead 
charges. You see you get back to what is the real value. It fre- 
quently happens — take porcelains, for instance, that might be made, 
as they were, at Limoges. They had no market value because made 
for a special order. Well, the rule we adopted was to take the cost 
of production, overhead charges, and add 10 or 15 per cent for profit. 
There you got what was the equivalent of what they would have sold 
for if they were selling them in France. 

Senator Lenroot. The bill reads: 

Shall be subject to the laws and regulations of the United States as im- 
ported merchandise. 

You think that would not apply to imported merchandise from the 
point of origin? 

Mr. Ashworth. You see, that is what I am afraid of. 

Senator Lenroot. Suppose that was explicit " imported merchan- 
dise from the country of origin," could you not then determine its 
foreign value? 

Mr. Ashworth. No; Mr. Chairman. There is just the difficulty. 
The advantage of the free zone is that it comes right off the vessel 
onto the dock and no record of any kind is made of it. Therefore, 
if it comes out of the zone into the customs territory, either in its 
condition as brought into the zone from England or manufactured, " 
we do not even know that it is foreign merchandise. We are not 
concerned with it. 

Senator Lenroot. I see. No record is kept? 

Mr. Ashworth. No. And then, you see, in arriving at the value 
of foreign merchandise we take the value of the merchandise 
on the date of its exportation. We would not know anything about 
when it was imported from England, we will say, so we have got 
to fix, for the practical administration of this law, the date that it 
leaves the customs gates, goes into, customs territory, and I say for 
like reason we must take the value of the merchandise in the zone. 

Now, as it was framed before, I think there would be no question. 
We said for customs purposes the zone is foreign territory. That 
is all. It is not foreign territory, of course, but for customs pur- 
poses. Then you blanket into that all the laws and regulations, the 
tariff act, the customs administration act, in the assessment of duty, 
and the administration of the law. 

145561—19 7 



98 FREE ZONES IN PORTS. 

It is not foreign territory now, under the present wording of 
the bill, and I know, of course, that we are bound to have litigation 
in determining what shall be the basis for assessment of duty, and, 
of course, under the present act the rates are largely ad valorem. 

Senator Sheppard. Do you not have difficulties now in finding a 
basis of value, and do you not have litigation now ? 

Mr. Ashworth. Well, we have eliminated this much: We know 
the foreign country. There is a thing that will have to be litigated. 
Are we right in assessing duty on the zone value or are we required 
under this language to go back to the foreign country, if we can find 
it? No one is willing to pay on the zone value, because that will 
include the foreign value plus transportation charges to the zone. 
He would rather have the basis of foreign value, of course. It is 
hard work, of course, Mr. Chairman, to get up any law that will 
not be subject to litigation, but I think we are inviting litigation 
in this. 

Senator Lenroot. Your suggestion was that for purposes of cus- 
toms duty the zone should be considered foreign territory? 

Mr. Ashworth. Yes. 

Senator Lenroot. I fail to see how that would help you out. 

Mr. Ashworth. Because the enactment clause of the law provides 
that merchandise imported from a foreign country shall be subject 
to duty. Then we would treat the free zone just the same as we 
would treat England. We would assess duty on the merchandise 
upon the value in the free zone, because the free zone is a foreign 
country. 

Senator Lenroot. You would still have the same difficulty, because 
there is no value in the zone. 

Mr. Ashworth. We have that difficulty. We have to have re- 
course to paragraph L of the tariff act when we do not have the 
foreign value. 

Senator Fletcher. If the duty was based on the value in the free 
zone and not on the value in the real foreign country you would in 
effect get higher duties through the establishment of a free zone than 
you would without the free zone, would you not ? 

Mr. Ashworth. We would. 

Mr. Kent. It was our intent, Mr. Chairman — we have had this 
thing muddled around until it is pretty hard to figure it out — but 
it was our intent that a man bringing a vessel into the zone by 
showing his consular invoice could carry his goods through the 
customs gate of the zone with equal facility as he could carry it 
through the customs gate in customs territory — that portion of his 
cargo for which he showed his consular invoice and which was seg- 
regated and identified and which was intended for that purpose* 
So there would be equality through the customshouse for a vessel 
that came through customs territory and a vessel that came into the 
zone for stuff intended for immediate transportation into the in- 
terior. 

How is that now, Mr. Ashworth ? 

Senator Lenroot. I would like to ask you, what different construc- 
tion you think might be given or would be claimed should be given 
by litigants to the words "as imported merchandise" if you add 
the words " subject to customs laws as foreign territory "? 
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Mr. Ashworth. Well, if the free zone is for customs purposes a 
foreign country, I think, that settles definitely and without any 
cavil when you add to that the fact that the present tariff act — the 
rates in the present tariff act shall apply, and the enactment clause 
of the tariff act says that the merchandise imported from a foreign 
country shall be subject to duty at these rates, and we carry also 
into it that the customs laws and regulations governing the mer- 
chandise imported from a foreign country shall be applicable to 
this, we have simply set apart for customs purposes definitely and 
without cavil the free zone as foreign country. 

I do not want, if possible to avoid it, to have the proposition come 
up, as it of course will come at the very threshhold, and litigation 
through the courts as to whether we are assessing duty on the 
correct basis. And on the other hand, Mr. Chairman, if they were 
to be successful in their litigation it would involve us in a diffi- 
culty that I do not know how to clear up, if we have to go back 
and find the value of imported merchandise and the date of its 
exportation when we don't even know that the merchandise coming 
out is foreign merchandise. Of course, we have no supervision of "it. 
You see the great advantage claimed for the free zone is that you 
just unload this stuff right into the free zone. There are no records, 
there is no inspection, we have no one to check up on the manifest 
the packages that come off the ship, there is no customs supervision 
at all. Now, it comes out a few days after or a few weeks after 
that and we do not know anything about it. 

Senator Fletcher. When do you begin to apply your customs 
regulations? 

Mr. Ashworth. The customs activities begin as the stuff comes 
out of the gate. 

Senator Fletcher. If it is exported you never touch it at all ? 

Mr. Ashworth. Oh, no; it is only when it comes through the 
customs gate to customs territory. 

Mr. Kent. That is a method of description. But if a man came 
in with a vessel and said, " I have a consular invoice for this stuff 
here and I want you, Mr. Customs Official, to come and look this 
over and appraise it, and I am going to ship this through," you 
would go into that stuff and do it, I don't know how. You would 
not wait until a man brought the stuff up wheelbarrow load by wheel- 
barrow load to the customs gate? 

Mr. Ashworth. I am very doubtful whether we have authority 
under this bill to do that. 

Mr. Kent. That is what you ought to be able to do. 

Senator Lenroot. Have you the bill before you there ? 

Mr. Ashworth. Yes, sir. 

Senator Lenroot. If that was changed to read 

Mr. Ashworth. What line? 

Senator Lenroot. Line 13. If that was changed to read, " Shall 
be subject to the laws and regulations of the United States as mer- 
chandise imported from a foreign country at date of entrance into 
customs territory," would that cover that objection? 

Mr. Ashworth. It would cover my objection without the lasf, the 
date of entry. 

Senator Lenroot. That " as merchandise imported from a for- 
eign country"? 
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Mr. Ashworth. Yes, sir. That is the way it was originally. 

Senator Lenroot. Now, what was the objection to that? 

Mr. Kent. The use of the word " foreign." 

Mr. Dunnigan. Senator Jones did not want any expatriation of 
American land. 

Senator Lenroot. I think that could be covered. Any other sug- 
gestion? 

Mr. Ashworth. No, indeed. 

Mr. Kent. Mr. Ashworth, as the bill now stands and with that 
amendment you suggest why could not the customs officials, when 
a boat comes in and says this stuff here I hare a consular invoice 
for and want to ship this stuff right through into customs territory 
and want you to come in and get the same rates of duty as I would 
have to pay if it came into customs territory. 

Mr. Ashworth. Because if we say it is foreign country, after it 
goes in foreign country and then comes out of foreign country 
(which is the free zone for customs duty), we would have to assess 
duty from the foreign country from which it is exported. 

Mr. Kent. Could not this be amended so as to make the duties 
the same if the consular invoice were shown? 

Mr. Ashworth. Possibly it might. 

Mr. Kent. It would not be stored goods. 

Mr. Ashworth. I understand that. 

Mr. Eosseter. Mr. Chairman, might I make a suggestion? The 
zone value would be absolutely unfair and burdensome inasmuch as 
it would include the freight charges as the dutiable value. 

The question of entry values, to my mind, can be treated the same 
as at present in the operation of the bonded warehouse system. Ad 
valorem value, for instance, could be fixed by rules fixing it to cor- 
respond to such values within a limit, within a fixed period, pro- 
viding that it shall correspond to similar values on cargo arriving 
within three months, or six months, say, according to the rule, thus 
avoiding the necessity of identifying the particular shipment or the 
date of its arrival. 

Mr. Ashworth. May 1 be permitted to make a suggestion ? 

Senator Lenroot. Certainly. 

Mr. Ashworth. Under that we would have to have our inspectors 
at the vessels to check off the merchandise as it comes in, and that 
is just one of the things that you desire to avoid. 

Mr. Eosseter. My suggestion gets away from that. In case you 
want to avoid the identity of a particular arrival your regulation, or 
your rule, can provide that the ad valorem value can be fixed by con- 
sular certification of similar goods arriving within a period of 90 
days. 

Mr. Ashworth. From where? 

Mr. Eosseter. From anywhere. 

Mr. Ashworth. You see we would have to know from what coun- 
try we are going to assess duties on the basis of the value in the 
country from which it is exported. We would have to know where 
it came from and we would not do that without supervising it. 

Mr. Eosseter. Then the character of the import could be regu- 
lated or determined in most cases by the character of the article 
itself. For instance, Siam rice is readily identified. 
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Senator Fletcher. The invoice would show it, would it not? 

Mr. Eosseter. The point they make is that there is no system of 
following the identification of a particular article as to an invoice 
because they do not check its landing in the zone. 

Mr. Dwyer. After it is put in the Avarehouse they can not follow it. 

Mr. Eosseter. Now, the suggestion that customs duty be applied 
on zone value is unfair and would be very burdensome on the man 
who was importing for direct importation because that man would 
pay duty assessed on the foreign value which, of course, would al- 
ways be less than the domestic value to at least the extent of the 
freight and the freight would certainly be included in the one 
value. 

Mr. Ashworth. Certainly it would. 

Mr. Dwyer. Mr. Chairman, I think the proponents of the bill are 
agreed on the principle involved that the zone will lose the major 
part of its usefulness unless we devise a system whereby the duties 
will be the same for goods coming through the zone into customs 
territory and goods landing directly in customs territory. 

Mr. Eosseter. There can be no question on that. 

Mr. Dwyer. That is the principle involved. 

Mr. Eosseter. The principle is absolutely sound. 

Senator Fletcher. Where would you make that in section 3. 

Mr. Dwyer. That is what is intended to cover it, right there. 

Mr. Dunnigan. The illustration has frequently been made of two 
vessels coming to American territory, one coming to customs ter- 
ritory the other to a free zone, and there would be under different 
appraisals of merchandise value. 

Senator Fletcher. It looks as though we could fix that by a pro- 
viso there that in the value of the goods in free zone the basis shall 
be the same as if imported from a foreign country. 

Senator Lenroot. The difficulty is you do not know or pay any 
attention to the origin in one case. 

What was your suggestion, Mr. Eosseter? Would you read that 
again? 

Mr. Eosseter. Ad valorem can be fixed by rules providing that it 
shall correspond to similar values on cargo arriving within a fixed 
period, or similar cargo arriving within a fixed period. 

Mr. Kent. Similar merchandise ? 

Mr. Eosseter. Similar merchandise arriving within a fixed period, 
thus avoiding the necessity of the customs identifying the origin and 
date of arrival of that particular invoice. Ad valorem values, as 
you know, are subject to variation. Is not that so? 

Mr. Ashworth. Oh, yes. 

Mr. Eosseter. So, if goods remained in the free zone for an unduly 
long period it would be impossible for the customs to credit the 
importer as to the date of actual arrival in case he claimed an ad- 
vantage under such a condition of value? 

Senator Lenroot. Well, is it your suggestion, Mr. Eosseter, that 
could be taken care of by rules and regulations, or would it have to 
be incorporated in the bill ? 

Mr. Eosseter. Eules and regulations. 

Senator Lenroot. Under the bill as it stands ? 

Mr. Eosseter. Under the bill as it stands. 
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Senator Lenroot. Now, what have you to say, Mr. Ashworth, as 
to the process itself being feasible? 

Mr. Ashworth. It would be feasible if the law provided it. 

Senator Lenroot. Your judgment is it would have to go* into the 
law in order to warrant you making such regulations ? 

Mr. Ashworth. Oh, yes. We can not make any regulations, of 
course, except under the law, and I do not think the law is broad 
enough. 

Senator Lenroot. I see. Now, I would like to ask you as to an- 
other difficulty that occurs to me. We have preferential tariffs with 
Cuba. How would this affect the admission of merchandise into this 
zone from any country where we have a preferential tariff if we lose 
all sight of origin? 

Mr. Ashworth. Of course, Mr. Eosseter thinks we can frame a 
provision by which we will not lose sight of it. 

Senator Lenroot. This would lost sight of origin. This would 
merely apply for valuation purposes the value of merhandise coming 
into customs territory direct. Is not that correct, Mr. Eosseter? 

Mr. Eosseter. That is right. 

Senator Lenroot. And you would lose sight of the origin of the 
merchandise within the zone? 

Mr. Eosseter. Yes, sir. 

Mr. Ashworth. Well, of course, if we were going to take supervi- 
sion for the purpose of value we would also take it in the zone, I 
imagine, for the sake of determining from what country it comes. 

Of course, all merchandise the product of the soil of Cuba is en- 
titled to a reduction of 20 per cent of the rates. Therefore it is im- 
portant that we keep in touch with all merchandise coming from 
Cuba. 

Senator Lenroot. That is what I was getting at — keeping in touch 
with the country of origin. 

Mr. Ashworth. Yes ; we would have to do that. 

Mr. Kent. That would have to be identified and segregated. 

Mr. Ashworth. Under our present practice merchandise coming 
from Cuba — sugar, tobacco, and all that — we have no difficulty. We 
have the invoice, we have the manifests, so our examiners can know 
the Cuban tobacco and the raw sugar coming in. We have the bills 
of lading and the manifests. We have no difficulty administering 
that and allowing that 20 per cent reduction, nor would we have any 
difficulty with regard to value if we know when the merchandise 
comes in, or, rather, where it comes in from, if you put a period, 
but we would have to know. We would have to supervise the un- 
loading of the vessel. We would not accept for dutiable purposes a 
mere invoice description of the merchandise. It would not be safe. 
We would have to go right into the zone, as if it were customs terri- 
tory, and supervise the unloading. I do not believe it is safe other- 
wise. 

Mr. Eosseter. Mr. Chairman, might I ask that as this preferential 
duty is of advantage to the importer of that particular article, would 
not the burden of proof fall on him to maintain its identity? In 
other words, if he failed to comply with such regulations as you fixed 
he would not get the advantage. 

Mr. Ashworth. Well, we have not fixed any as to Cuba. I think 
when Congress says this merchandise is subject to a 20 per cent 
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deduction that when the merchandise comes in the man presents his 
invoice and his entry and there is the merchandise there, that it is up 
to us to give him 20 per cent deduction. Of course, we could not 
identify raw sugar. It might be New Orleans cane sugar for all we 
know, but the fact it comes from Cuba we treat it as being foreign 
sugar. They would not bring it in from Cuba unless it was foreign 
sugar, because they have got to pay a duty on it. 

Mr. Rosseter. Mr. Chairman, my thought is this, that the burden 
of proof falls on the importer who desires that benefit, and it seems 
to me that it is a very easy thing by regulation, either by separate 
storage under a modified bonded system, if you will, to deal with 
such preferential articles. In other words, the fate of such an im- 
portant measure as this should not be imperiled by particular in- 
terests or small difficulties. There must be a system of a way of 
checking up on all such matters, the same as at present operated 
under the bonded-warehouse system, but to say that you impose a 
duty on the zone value would be absolutely prejudicial to the whole 
scheme. It would at once destroy the effectiveness of the zone. 

Senator Lenroot. Mr. Eosseter, let me ask you this, to get your 
thought a little further expressed : Take rice, for instance. Here is a 
cargo of rice in the free zone. It is proposed to ship it into customs 
territory. Suppose in 90 days there is a cargo of rice from Asia at, 
say, 6 cents a pound, one from Central America at 5 cents a pound, 
and one from another country at 7 cents a pound. Is it your idea 
to take those three cargoes and average them 1 • 

Mr. Rosseter. No ; sir; the cargo of rice from the various coun- 
tries is readily identified by an expert. Siam, Bangok, and all those 
rices have characteristics readily identifying them. 

Senator Lenroot. Would you think the country of origin could 
readily be identified by the character of the merchandised 

Mr. Rosseter. In most instances. It is true of coffee and of tea. 

Mr. Kent. Suppose you get mixed rice from Hamburg, tjien the 
identity is destroyed. 

Mr. Kosseter. The importation of rice from Hamburg is one of 
the objects of this bill — to prevent it. 

Senator Lenroot. Suppose the same rice is mixed in the free zone 
here, rice from China and from Central America and some other 
country. 

Mr. Rosseter. It is possible, but it is not a marketable condition. 

Senator Lenroot. Then if there were manufacturing carried on 
in the free zones, how would you take care of it? There is a part 
of it comes from one country and a part from another, combined 
into a manufactured product. 

Mr. Rosseter. I always think of this whole theory of a foreign- 
trade zone as not of importance and not of any practical effect on 
manufacturing. 

Mr. Dwyer. That is, on manufacturing brought into the customs 
territory in the domestic market? 

Mr. Rosseter. Yes. That is, no domestic manufacturer, or very 
few, judging from the experience of Hamburg and Copenhagen, 
would find it of advantage to maintain that manufacturing in the 
zone! 
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Senator Lenroot. I think it has been stated, Mr. Eosseter, by 
some of the witnesses here that in free zones there could readily be 
manufacturing within the zone for export. 

Mr. Dwyer. Mr. Eosseter meant to state exactly that. Whatever 
manufactures take place in the zone are for export. 

Senator Lenroot. Of course, if there was manufacturing for ex- 
port it could readily be seen that some minor part of that might 
find its way into customs territory. 

Mr. Dwyer. The word "manufacturing" includes a lot of mix- 
ing and blending of things that does not require any great process 
of manufacturing, but the mere breaking of bulk and putting into 
containers has been construed as manufacturing. Now, that would 
be very largely for export and very little for direct importation 
into the home market. 

Senator Lenroot. I was not thinking of the extent of it but of 
the rule of value, whatever it might be. 

Mr. Ashworth. Take raw sugar. It comes into the zone and is 
refined for export. They might find a better market in this country. 
Take cigars manufactured of Cuban filler and wrapper tobacco for 
export — you might find a better market in this country. How shall 
we express it? 

Mr. Eosseter. Mr. Chairman, I think we- are dealing with or dis- 
cussing points that will never come into action under this bill. 
Sugar, for instance, will never be refined in the zone territory. 

Mr. Ashworth. I should think that is one of the things that 
would be manufactured there and you avoid all the troubles of the 
drawback. 

Mr. Eosseter. The troubles of drawback are all very well worked 
out, but as against the enormous installation required for refineries 
and the fact a great volume of the refinery business is domestic busi- 
ness, I can net by the greatest stretch of the imagination contem- 
plate that anyone would erect a sugar refinery in a free zone. 

Mr. Kent. I asked that question specifically of some people in 
Philadelphia at the hearings there, and they said they would not 
think of moving their sugar refineries to the zone for the benefit that 
would accrue. If they were starting out de novo they would start 
in the zone, but they are very well satisfied with the drawbacks in 
their own cases. They had experts to look after their own draw- 
backs. 

Mr. Eosseter. So far as I understand it, there is nothing in this 
act which excludes the customs officials from activities in the zone. 
They have free access ; they can establish such regulations and rules 
governing the handling of business in'the zones as they find necessary 
to protect the revenue. 

Senator Fletcher. Then there would be no objection to giving 
them explicit authoritv to inspect the unloading of vessels and afi 
that. 

Mr. Dunnigan. Section 4 covers the point Mr. Eosseter has men- 
tioned. 

Mr. Kent. It seems to me we can clean up everything, except a 
man changing his mind as to what he wants to do with his goods. 

Senator Lenroot. Would not that be this kind of a case, and I 
would like to ask Mr. Eosseter this question: Would there not be 
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many cases where a cargo, part of it destined for domestic consulta- 
tion and part of it for reexport, would come in and it would be very 
desirable to unload the entire cargo within the zone ? 

Mr. Rosseter. It is desirable in every respect, so far as possible, 
to unload the entire cargo within the zone. 

Senator Lenroot. Yes. So ftie matter of entrance into customs 
territory from the free zone would be a very important factor. 

Mr. Rosseter. Very . 

Mr. Kent. Well, you can physically create the customs territory 
within the zone, so far as physically concerned, if you knew what 
part of your cargo was to go through. 

Senator Lenroot. Yes; but, of course, you do not know. Have 
you any further suggestion, Mr. Ashworth? 

Mr. Ashworth. No, sir. 

Mr. Dwyer. Now, Mr. Chairman, we would like Mr. Rosseter to 
make any statement with respect to the free zone he desires, and any 
other considerations he thinks would be of use to the committee. 

STATEMENT OF ME. JOHN H. ROSSETER, DIRECTOR OF OPERA- 
TIONS, UNITED STATES SHIPPING BOARD. 

Senator Lenroot. You might state for the record your business 
connection. 

Mr. Rosseter. Director of operations, United States Shipping 
Board. Also my private business? 

Senator Lenroot. I think it would be well. 

Mr. Rosseter. Vice president W. R. Grace & Co., manager of 
Pacific coast division; vice president and general manager Pacific 
Mail Steamship Co. ; president Sperry Flour Co. 

The foreign-trade zones will in effect bring the market places of 
other lands to our doors, making our ports the trade marts of the 
world. That is, will afford our manufacturers the advantages of 
purchasing raw materials, our merchants a convenient and advan- 
tageous buying market, and will be of dominating importance to our 
merchane marine, and will constantly increase the volume of our 
commerce by providing needed homeward cargo, and, secondly, the 
operation of transshipment or reexport business. 

I have had the opportunity, based on frequent visits abroad, to see 
the workings of the so-called free-zone systems, and, more to the 
point, have experienced its effect in commerce and shipping from 
the absence of such facilities in our own country. 

My long experience as a ship operator has made me intimately 
acquainted with our own system. 

The conclusions I have reached from a comparison of the two 
systems are based on long reflection and study. They are not sudden ; 
they have grown slowly, in my mind, which gives me added confi- 
dence in my convictions. 

I can not attempt to give an essay on the subject. A number of 
publications are available that will give the details and description of 
the practices in foreign countries. 

In international trade and in the merchant marine it must always 
be remembered that we do business in free competition with the rest 
of the world. Labor and capital of all descriptions are involved in 
the manifold operations incident to foreign trade. We must meet 
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labor and capital of Europe and Asia under serious handicaps in 
many departments. If these handicaps are suffered to continue, we 
must inevitably fall behind. 

How are we to strengthen our situation as against the entrenched 
position of other nations, built up over a long period of years in 
world trade? 

I will attempt to answer that only briefly: Before the war Eng- 
land and Germany, our principal competitors, had decided advan- 
tages over us. One marked advantage was the greater facilities for 
conducting mercantile and shipping operations. This rested largely 
on the advantage in exchange of commodities adjacent to the ships 
due to the absence of close and congested quarters, caused by customs 
operations, and abroad to the smoother and freer working of an , 
unbonded warehouse system, where customs restrictions are un- 
known as contrasted with our bonded warehouse and drawback 
systems. 

Germany, having a high-protective tariff, enjoyed this greater 
facility of port and warehouse operations by the institution of a free 
port. 

England, being substantially without customs, enjoyed the same 
facility because of a similar absence of customs restrictions. 

Is there any good reason why the advantages of this system can 
not be kept in our own country ? 

The present bill is an effort in that direction. Free zones for 
conducting foreign trade in our various ports as provided by the 
pending bill would be nothing but improved, large scale harbors 
and warehouse facilities. Simply that and nothing more. 

I can not see that they involve the slightest change in our tariff 
policy or affect it in any way. The more strongly protective our 
tariff is made the more useful will be the foreign-trade zone as an 
adjunct to the protective system. 

In free-trade countries the system is unknown, because of the 
absence of customhouse restrictions. In protectionate countries it 
tends strongly to build up by facilitation that foreign trade which 
is so absolutely necessary in order to dispose of the surplus products 
of factory, farm, and mine. In accomplishing this the tariff con- 
ditions are absolutely preserved and in no way affected, inasmuch 
as that merchandise leaving the foreign zone to enter customs terri- 
tory must submit to all the rules and regulations as well as the 
tariff schedules in force at that time. 

I direct particular attention to that with reference to the discus- 
sion that we have just informally had. 

I firmly believe that foreign-trade-zone system, when in opera- 
tion in the United States, will be of inestimable benefit to our 
national welfare, as well as of benefit to all interests and an injury 
to none. 

I have referred to the handicaps we labor under in international 
competition. We must concentrate our attention on them and see 
if we can not overcome them one by one. If we can not overcome 
them at all, let us at least minimize them by legislative means in 
our power. We must analyze the factors involved, see what im- 
provements are within our reach, and face them with determination. 

Superior efficiency, if attained, will count. Superior machinery, 
if obtained, will count. Those can be discussed at greater length. 
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Economy of operation is absolutely essential to the success of our 
merchant marine. I do not mean low wages, and I do not mean 
cheeseparing. 

Economy of operation outside of labor costs presents a field for 
ingenuity and care. The economy here referred to is strictly rele- 
vant to the discussion here before us. It is the essence of the 
proposed bill. The foreign trade zone system contributes enor- 
mously to effect this economy in both branches mentioned. 

Let us briefly consider the first branch, that covering freighting 
operations. The proposed system tends strongly to ease, quickness, 
and cheapness of the complex operations involved in the loading 
and unloading of cargo, its dispatch inland by trucks or car, for 
transshipment or reexport in handling by lighter, or manually, in 
bonded and in unbonded warehouses located near the wharves 
within the zone. 

This is accomplished by the simple physical device of making and 
preparing a place especially devoted to foreign trade, roomy enough 
and adequately equipped. These physical improvements will cost 
money to install. The biggest improvement of all will not cost any 
money whatever, even to initiate, but money will be saved in its 
daily operation to an amount which can not be estimated with exact- 
ness, but it will certainly attain huge figures in the course of the 
year's work, when we consider the number of our ports that may 
avail themselves of the zone privilege and multiply the economies 
involved. 

Customs work is necessary. Nobody disputes that. The point 
simply is, can it be done elsewhere than on the wharves as at present? 
If it can, without loss of duties and not only without increased ex- 
pense to the service but less expense, is there any good reason why a 
suggestion to remove the customs work to a better place should not 
be entertained? 

That substantially is the single idea involved in the foreign-trade 
zone system. Simply a reform in customs methods. Moreover, the 
customs work itself will be cheaper and more secure against smug- 
gling. 

I do not dispute the necessity of customs officials' painstaking 
labor to collect and assess duties, but I say do these things elsewhere 
than on the wharves which, from the nature of the case, make the 
operation very limited and difficult. 

Terminal costs are one of the major factors of ship expense, and 
delay to the ship is a very serious item in the cost of operation. 

Stripping the system to its bone, all there is to the zone system so 
so far as the tariff is concerned, sampling, etc., are the same now as 
they are done elsewhere, the duties are the same, but are collected in 
a different manner. The quicker turn around of the vessel means 
just so much saved in the interest of the capital investment, which 
would be a big sum considering the cost of modern steamers. Like- 
wise, a considerable saving comes from the quicker turn around of 
the capital invested in the cargo. 

Through a proper arrangement of warehouse and fire-protection 
system a very large saving would be effected in insurance as against 
present practices. 
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By the proposed improvement in warehousing and in freedom of 
operations therein our transshipment or reexport business would be 
vastly enlarged. 

Experience abroad has shown free ports or free zones become mag- 
nets for international trade, they become points for the assembling 
and distribution of cargoes for use in other countries than our own. 
Naturally, such centralizing of operation would tend to secure full 
cargoes tor our ships sailing as regular liners from the free zones to 
the countries with which we trade, and the tendency would work to 
supply cargoes both ways. 

Such ports become great market places to which the foreign raw 
materials needed by our manufacturers would naturally gravitate 
and where they would be handy and permit our manufacturers to 
make their selections in warehouses provided for that purpose in 
the zone. 

That covers in general, Mr. Chairman, the points I have in mind 
as to the importance of this legislation with respect to facilitating 
and expanding our foreign commerce, and incidentally and of great 
importance, sustaining and developing our merchant marine. 

Senator Fletcher. One of the things to be gained by this, Mr. 
Eosseter, would be the avoidance of congestion, would it not ? 

Mr. Eosseter. That is a very important point. At present a ship 
arriving at a wharf with partially transshipment cargo, partially free 
cargo, and partially bonded cargo does suffer a very considerable de- 
lay notwithstanding the best cooperation on the part of customs offi- 
cials, whereas if you could have an enlarged area where all of the 
cargo of that ship could be dumped out, so to speak, and sorted at - 
leisure and the ship proceed about her business, that is very desirable. 

Eeference has been made during this testimony to the possibility 
of a ship discharging only the zone cargo within the zone. In other 
words, to begin the operation, or possibly to begin and terminate the 
operation of discharge at a wharf without the zone. At the outset 
that will undoubtedly be the condition, but the real object, the real 
important thing to attain is to accomplish, so far as possible a com- 
plete discharge of the ship within the zone area. 

Mr. Dwyer. And also complete loading at the same place. That 
would be the ideal. 

Mr. Eosseter. That would be the ideal. That, however, is subject 
at the outset to limiting factors. For instance, a ship coming in 
with foreign products will almost invariably to advantage discharge 
it within the zone, but when it comes to loading the outward cargo 
it would often be of convenience for the vessel to proceed to a wharf 
adjacent to the point of origin of such cargo. For instance, to a 
flour mill for a flour cargo, or to a smelter for smelter products, or 
to railroad piers occasionally, or railroad terminals, for large linens 
of domestic production, domestic merchandise. Therefore the fea- 
ture of shipping away from the free zone for the completion of load- 
ing is in no sense a disadvantage. It is simply to be measured from 
the proposition of whether it suits the ship better to load within the 
zone or to shift to some factory or terminal to complete the loading. 

Senator Fletcher. What would be your idea, Mr. Eosseter, about 
the size of these zones? It would depend, I take it, very largely on 
the amount of commerce to be handled at the port, but in a general 
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way what would you say as to the character of the zone, what it 
should include and what it should embrace? 

Mr. Eosseter. It is highly desirable, so far as it can be attained, to 
have, first, very ample water frontage to provide sufficient berthing 
for the ships. That alone involves the question very considerably 
from the standpoint of each locality. According to the number of 
piers and according to the variety of the transshipment business a 
zone should, for any effective purpose whatever, be at least 300 acres 
and up, possibly to 1,000 acres in extent. In Hamburg I believe the 
area is something like 2,500 acres, if I recall it. The doctor will 
correct me on that. 

Dr. MacElwee. Yes; that is right. 

Mr. Eosseter. And a minimum for this facility at a port of im- 
portance would be, I should say, in the neighborhood of 500 acres of 
land and water. 

Mr. Dwyer has given the matter much study from that standpoint, 
and I would like to know at this time whether he would correct my 
impression. 

Mr. Dwyer. I think that is a fair general statement. Of course 
the size of the zone will depend on the volume of trade in the par- 
ticular port. A port like New York would need a much larger one 
than a smaller port. 

Senator Lenroot. From your statement, Mr. Eosseter, I take it 
that you are firmly convinced that it would strengthen our merchant 
marine. In addition to that do you believe it would very substan- 
tially increase the trade and commerce of our domestic merchants 
with reference to foreign trade? 

Mr. Eosseter. In stating an affirmative to strengthening our mer- 
chant marine I would like to add that I believe it is almost an essen- 
tial to the successful establishment of our merchant marine. It would 
not only be an advantage, but it is an essential. 

To the second question I think it would be of an untold value to 
our domestic commerce and to all domestic interests of the United 
States to have such ports presenting, as they do, the opportunity of 
a free market, you might say, of Orient and other foreign products, 
notably raw material and foodstuffs. 

As I said in my opening statement, I believe strongly that it would 
present the greatest advantages to our manufacturers as well as to 
our merchants. 

Mr. Dunnigan. I would like to suggest, Mr. Eosseter, that you 
give that illustration you gave to the Ways and Means Committee 
about providing a return cargo for American ships. 

Mr. Eosseter. That has to do with the importance of return busi- 
ness in our ships. It is known to all of you gentlemen that we have 
very little difficulty, due to the wonderful position we occupy in the 
world's commerce, to load our ships outward. The great problem has 
been to provide homeward cargoes. 

Great Britain for years has enjoyed the very great advantage of 
having as its leading item of export coal, which runs to a very large 
tonnage. This has provided the outward cargo for their ships, their 
problem being the reverse of our situation, they being a very large 
importing nation, both in raw materials and foodstuffs. So their 
problem was to supply the outward business for the ships. Our 
problem is to supply the homeward business for the ship. 
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Great Britain is at the moment facing a very serious problem of 
having lost an outward cargo through the fact that coal is no longer 
a factor in their export. 

Prewar conditions showed a normal export of 77,000,000 tons. It is 
now at a point where it can be conservatively stated that their export 
is under 20,000,000 tons. 

Senator Fletcher. Is that on account of their mining difficulties 
and on account of the lack of labor? 

Mr. Rosseter. Due, I understand, to the feverish operation con- 
ducted during the war, sometimes described as gophering, due to the 
fact their mines are already approaching great depths, due to the 
fact that labor conditions with respect to the miners, always very 
deplorable, as brought out by this investigation, in the prewar days, 
is now changed to where the miner has to be considered as a human 
being, and thus the cost of labor in the production of coal has gone up 
by leaps and bounds. To-day such coal as is obtainable in Great 
Britain for ships, for instance, and the facility of obtaining coal is 
limited to their own ships at present^-the cost of bunker coal is now 
nominally 120 shillings, or $25 a ton. Under prewar conditions it 
was about $7.50 a ton. 

Senator Sheppard. Mr. Rosseter, has the substitution of oil as a 
fuel affected the coal problem? 

Mr. Rosseter. Only so far as our ships are concerned. 

You might be interested to know that in September of 1918 the 
Shipping Board decided definitely on a plan of constructing all of 
their ships as oil burners and proceeded to arrange bunker stations 
throughout the world, bunker stations with American control, so 
that our ships on long-around the world voyages would have, first 
steaming radius sufficient and stations favorably located whereby 
the ship could proceed from one American station to another. On 
the 29th of September we had the note from the British foreign 
office that, due to th^e conditions they were facing with respect to coal, 
that they had to establish an order as follows: No bunker coal will 
be suppiied at any home station (meaning in the British Isles) nor 
at bunker stations in the Atlantic or Mediterranean or the Black Sea 
to other than British ships, " and we beg to express the hope that 
this will not seriously influence your merchant-marine interests." 

Fortunately at that time we had stations practically all over the 
world, thanks to a year's foresight, and it did not seriously affect 
our merchant marine interests. 

Senator Sheppard. The British order was what date? 

Mr. Rosseter. September 29, 1919. 

Senator Sheppard. And your determination to build the oil-burn- 
ing vessels was September, 1918? 

Mr. Rosseter. Approved September, 1918, and after a year was 

J'ust practically coming into effect. At the time we reasoned it out, 
laving experienced the fact of th,e British bunker license system on 
trade, that after-war conditions might easily develop a justification 
for the British to impose some regulations with respect to their 
bunker stations to which we could not take serious objections, even 
in times of peace, and it came sooner even than we suspected inas- 
much as it came in September last. 

Senator Fletcher. I did not mean to interrupt your illustration. 
You were going on defining the different problems between Great 
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Britain and ourselves and illustrating the point you wanted to 
reach. 

Mr. Eosseter. Our conditions being reversed, Great Britain being 
a large importer and we a large exporter, Great Britain having a 
fairly balanced commerce through its coal, has now lost that com- 
merce and find itself at the same point of disadvantage that we are 
facing, namely, a one-way business. 

We are exporters and have not sufficient cargo for our import 
business. 

I would take a leaf out of the book of German experience and by 
this form of legislation endeavor to stimulate our inward business, 
bringing cargoes to this market place. 

Mr. Dwyer. For transshipment purposes? 

Mr. Eosseter. For transshipment purposes. Not only the develop- 
ing of our local trade, but offering domestic buyers the advantages 
which would come from a market within their own territory, but also 
the very great improvement would stimulate again the transshipment 
of outward business, offering a larger variety and a greater scope of 
activity in export business. 

Bice, for instance, which in the prewar days was grown in Indo- 
China and in Siam was sent in patty form to Germany and there 
hulled and sorted and cleaned and in turn reexported to the entire 
world. The German ship carried it from Siam to Hamburg and 
German ships from Hamburg carried it to Central America, to South 
America, to the United States, and, in fact, to all parts of the world. 
Thus through their free-zone system they liad the double advantage 
of increasing their inward business and stimulating their export 
trade. 

Mr. Dunnigan. In that illustration you gave about yourself pur- 
chasing rice in Hamburg? 

Mr. Eosseter. Yes; in our business of dealers throughout Latin 
American Bepublics we found it necessary to buy the rice for our 
own stores at Hamburg, and our purchases ran as high as 10,000 to 
15,000 a month, and notwithstanding that lai*ge volume 

Mr. Dwyer. That was oriental rice, too, was it not? 

Mr. Eosseter. But not withstanding that large volume, we found 
it necessary to go to Hamburg and buy rice grown on the opposite 
shores of the Pacific and which, according to ordinary commerce, 
would move across the ocean to our market instead of which it 
moved through the artificial route of the Suez Canal to Hamburg 
and from there was distributed by us into the Latin American 
markets. 

I mention the quantity to bring to mind the point this was not a 
disadvantage of dealing in so small a quantity that special ships and 
entire cargoes could not be used for the direct trans-Pacific move- 
ment, but the cost* of rice to us was so much lower in Hamburg that 
it was absolutely essential we go there to supply our requirements. 

Mr. Dwyer. Mr. Eosseter, may I ask you in this connection this 
general question: In your opinion is the United States geographi- 
cally so situated, with the Atlantic on one side and the Pacific on 
the other, that it is a natural place for the transshipment and export, 
say, between Europe and Latin American and between the Orient 
and Latin America, and for the transshipment trade generally? 
Does our geographical position give us a natural advantage? 
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Mr. Eosseter. I am thinking so strongly on that point that my 
trade map pictures the United States in the center of the world 
rather than on the old theory of the Greenwich meridian. We have 
to the west the Orient, the great prize in the commerce of the world 
of trade, which has built the British Empire up into the third placo. 
in finance, and art, and trade, and influence in a period of the last 
50 years. That is a matter 01 exchange between the western shores 
of the United States by direct water communication and the return 
of our ships from that distant shore. 

We have through the aid of the Panama Canal a by-path to ex- 
change the products of the Atlantic shore with the Orient and the 
Orient back to the Atlantic. 

We have, then, immediately on the east the Mediterranean. We 
have to the north the Baltic. We have, of course, always our old 
markets of Central Europe. 

In fact, as I see the map of the world, we are sitting in the middle 
with our hands stretched out on both sides and we just have this 
natural inward and outward motion.. 

Mr. Dwyer. Do you think the free-zone system would facilitate the 
taking advantage of these natural facilities to a considerable extent ? 

Mr. Eosseter. I consider it absolutely necessary to fully realize 
or avail of the natural advantages we enjoy. 

Senator Lenroot. Are freight rates on imports into this country 
less than the export rates on the same commodities? 

Mr. Rosseter. That would be a difficult comparison, Mr. Lenroot, 
and from the fact we practically import nothing that we export — 
but I understand your question to mean as to the general measure 
of rates? 

Senator Lenroot. Yes. 

Mr. Eosseter. Generally speaking, homeward rates to the United 
states have been in certain trades at the so-called ballast basis. Ships 
were coming without full cargoes, and in order to get any revenue 
at all the policy has been to make lower rates homeward than they 
had to charge outward, because the operation of the ship contem- 
plates a gross revenue for the outward and homeward voyage. Now, 
if the homeward voyage is only one-third of what is necessary for 
successful operation two-thirds must fall on the outward voyage. 
Those outward rates are higher generally, and have been, than 
homeward rates. 

Senator Lenroot. Then if we had a free zone would that fact be 
an advantage to our own merchants to go into the world's market 
and purchase goods for sale to other countries like South America 
and Central America, land it in the free zone, and would that fact 
help them to compete with Europe in selling to that same market? 

Mr. Eosseter. That would enable them to compete, if I might 
say it that way. Latin American trade in many articles of Orient 
origin is made up largely of small items the point being that it 
does not justify direct operation from any one point in the Orient 
to their own ports. Thus, no trade lines are in existence practically, 
and no regular trade lines, to Latin America from the Orient. We 
have found it like that; we have found it to advantage to go and 
buy in carload or 100 ton or 500 ton lots or ton lots in the London 
market, in the Eotterdam market, or in the Hamburg market. 
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I have often used the illustration, showing what we ourselves have 
done, although the consumptive market for more than 50 per cent of 
the rubber of the world prior to the war and now the consumptive 
market for more than 70 per cent, our manufacturers found it neces- 
sary, in order to supply their requirements in rubber, that they should 
go to Rotterdam and London to buy this rubber, although the rubber 
had been produced on the distant stores of the Pacific Ocean. Trade 
influence, the influence of conference, the influence of regular lines 
had directed all of that commerce from the Orient to English docks 
or to Rotterdam. Such items as pepper sold in the market of Cali- 
fornia largely come from London — come through the Suez Canal to 
London, are landed there, are exported to New York, and from New 
York have been distributed over the United States. And while we 
are familiar with pepper usually in the form of a few grains that we 
find on the breakfast table, in point of fact it runs to a very large 
tonnage. After my first introduction to the pepper business, "follow- 
ing the closing of the Suez Canal and thus handicapping London's 
business — my first introduction was in an order for 1,000 tons of 
pepper, which was a very great surprise to me, and possibly it would 
be to you gentlemen to think it ran to such volume, and that particular 
transaction moved for the first time across the Pacific Ocean. 

Mr. Dunnigan. The same thing has happened on vegetable oils, Mr. 
Rosseter. 

Mr. Rosseter. Yes; vegetable oils. Since the war we have dis- 
covered the great values to be found in the vegetable oils of the Orient, 
the Philippine Islands, and all of that area from about 10 north to 
10 south, where coconuts grow to best advantage. In the old days 
coconut oil was brought to the United States in tins, which in turn 
were packed in wooden cases, very much like the kerosene case 
familiar to us all. It was a very expensive form of package and was 
subject to considerable loss and damage through leakage, and thus this 
coconut oil appearing on our market was found to be a very expensive 
article. The British, after some years of experience, had built up a 
system of carrying it in bulk. In 1917 we did the same thing, but 
we went a step farther, inasmuch as we used bunker oil tanks which 
had been emptied on the outward voyage for the carriage of the coco- 
nut oil on the return trip, with the result that coconut-oil imports at 
Seattle and San Francisco have increased more than twentyfold in 
three years. That enters into certain articles of manufacture. 

Senator Fletcher. How do you get on without the use of your 
oil tanks coming back? 

Mr. Rosseter. You see, we go out with sufficient oil for the round 
voyage, so on arrival at the Orient half of the tanks are exhausted, - 
and we pump this coconut oil into the tanks. First it was thought 
that would destroy the value of the coconut oil, but by an experiment 
I demonstrated to my own satisfaction that it did not, so that now 
we just hook the pump onto a shore tank and pump the emptied oil 
tanks full of coconut oil. 

Senator Lenroot. Does not any residue that there may be in the 
bunker tanks affect the coconut oil? 

Mr. Rosseter. It has no effect at all. The refining process shows 
it leaves it exactly the same. That was the theory I had, "and it was 
sustained. 

145561—19 8 
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Mr. Kent. Do you not wash them or anything? 

Mr. Bosseter. We steam them. We have steam pipes in there, 
but it is impossible to make them clean on account of the hanging 
brackets, etc. We just make the effort to get as much oil out as 
possible. 

Senator Lenroot. But the refining removes all traces of that oil. 

Mr. Rosseter. Yes; even to the fine grades, where the fatty acid 
test is very low, such as oleomargarine and cooking compounds. 

Senator Lenroot. Anything else? 

Mr. Dwyer. Mr. Chairman, I made a statement before the Ways 
and Means Committee last Saturdayyand in order to save you gentle- 
men time, I will ask permission to file, as a part of the record, a con- 
densation of that statement, which was taken down stenographically. 

The Chairman. That is granted. 

Statement of Mr. J. J. Dwyer, Former President of the Board of Harbor 
Commissioners of San Francisco, Calif. 

Mr. Dwyer. For six years, from 1911 to 1917, I was president of the harbor 
commission in charge of the port of San Francisco, and as such as a matter of 
daily work during business hours had managerial charge of port business, 
which included not only the supervision of the usual shipping operations on the 
wharves but also the public terminal railway switching system connecting the 
transcontinental and other railway terminals with the ship terminals. 

That port is wholly publicly owned and operated. 

For the past year I have had charge of the department of port development 
of the San Francisco Chamber of Commerce. 

In performance of these duties, it became necessary for me to make a study 
of port arrangements and facilities and for that purpose at various times I 
have visited nearly all, if not quite all, of the principal ports of the country. 

Whatever value my conclusions on the pending measure may have rests 
mostly upon my harbor experience, which required concentrated attention on 
the problems involved in ttye freighting and warehousing operations of a port 
engaged largely in foreign commerce. 

The port business covering foreign commerce in any considerable port is a 
complicated, costly, and anxious business, which from the very nature of the 
case under the present arrangements must be conducted in very contracted 
quarters. The loading and unloading of ships must necessarily be done at 
wharves, and however large the wharves, burdensome congestion, involving- 
costly delays to ship and cargo, is inevitable under our present system. 

Likewise, under the legal restrictions prevalent in the existing system of 
bonded warehouses, manufacturing warehouses and drawback, the freedom 
indispensable for the many mercantile manipulations of cargo intended for ex- 
port, and particularly of that intended for reexport, is absent. 

The bill before us aims to improve these conditions by introducing into our 
country the advantages which long experience in Europe has demonstrated to 
belong to the system of port and warehouse operations known as free ports or 
free zones. The intent of the bill is to harmonize that policy completely with 
the tariff policy of this country, whatever it may be at any particular time. 

Mr. Chairman, the question involved here is a simple one and I shall try to 
keep close to the subject. 

The simple question and the whole question involved in this bill is this, that 
under it the customhouse arrangements of the United States for the collection 
of the tariff duties will be refashioned and reformed, to a certain extent, but 
only with regard to the place and the time and the manner of administration, 
without any change whatever in tariff rates or valuations. The matter involved 
is at bottom a physical arrangement or rearrangement of port facilities de- 
voted to foreign trade, an arrangement and rearrangement which spells greater 
port facilities and greater port efficiency and involves an improved adminis- 
tration of .the customs laws as they are now or as they may hereafter be 
changed, solely with regard to the more efficient administration of the customs 
laws. The aim and object are not to affect the tariff in any manner or degree 
but to arrange so that the administration of those laws w r ill interfere as little 
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as possible with the freighting operations and the merchandizing operations 
involved in conducting foreign trade on and in the neighborhood of the wharf 
and pier systems of the country. 

The principal change effected in customs administration would be that the 
customhouse would be in evidence inside the foreign-trade zone when estab- 
lished, in only two aspects, first in regard to the operations involved in the 
protection of the revenue. That, of course, must be attended to inside the 
zone and outside and everywhere in the country just as it is now, and there 
is no change designed or effected by the language of the bill in that regard. 
In the second place, it is provided that the customs officials would go into the 
zone in order to provide for the entrance of articles into customs territory. 
The result would be that all other customhouse operations that are now con- 
ducted so multifariously upon the wharves of the ports, and in the immediate 
vicinity of the wharves, would be removed from the wharves and exercised 
at other more convenient times and places in the zone where they could be done 
in a more perfect manner, more cheaply, and quickly, and with less friction 
as between themselves and importers and exporters, and without any detri- 
ment whatever to the protection of the revenue. The new system is intended 
to be entirely a matter of facilitating customs operations, facilitating wharf 
operations, facilitating shipping operations, and facilitating merchandizing op- 
erations incident to foregn trade. 

The zone under this bill would be a segregated and inclosed area of land and 
the adjoining water, sufficiently large to accommodate present foreign com- 
merce and to provide for its growth by additions when needed, and amply 
equipped with all the necessary wharves, warehouses, railway terminal and 
switching facilities, and mechanical devices for the rapid and economical han- 
dling of cargoes. 

We believe that the necessary consequence of the introduction of this system, 
though the law is permissive and optional with the ports themselves, would be 
to improve, and furnish a powerful stimulus to improve, port facilities through- 
Out the country, to relieve congestion, and so speed up ships. Many entirely 
new zones, with scientific planning and up-to-date appliances and appurtenances, 
would be erected in ports that have suitable territory for that purpose, much 
of it of a virgin character, and in other ports where existing facilities were 
incorporated in the zone great improvements would necessarily follow. 

There would ensue immediately and necessarily healthful competition be- 
tween ports. Each would be anxious to get the start and by superior service 
hold the trade. We believe that the improved terminal service would become 
immediately and largely evident in a number of particulars. I can not 
exhaust them, but I will state generally that they would consist of closer 
correlation of ship and railway terminals ; more and better mechanical freight- 
handling appliances; in bringing warehouses down to the wharves, thus per- 
mitting quicker and cheaper movements between ship, railway, and warehouse ; 
and in very considerable — in fact, notable — diminution of wharf congestion, 
which, of course, means greater wharf and ship efficiency. 

I have stated what the foreign trade zone, popularly called the free zone, is in 
its physical aspects. 

The manufacturing element that will possibly enter into this zone is but a 
very, very small part of its possible activities. The manufacturing plants and 
factories of this country can not, in the nature of things, be put in the pro- 
posed foreign trade or free zone in the ports of the United States: There 
simply will not be, under any conceivable assumption or hypothesis, physical 
room for them. It is not the place for large manufacturing establishments. 
Take the Ford assembling plant for automobiles ; do you expect to see that in 
free zones? ' Not at all. The mere price of the land, the rent of the land, 
involved in the free-zone area makes it absolutely financially impossible for 
these manufacturing plants to be established in the free zone. We know that 
outside of a few choice locations for retail trade and hotel and theater trade 
in large cities the most valuable part of the real estate in all of our ports lies 
along the water front. And why? Because the area and the extent of it is 
strictly limited. The price in all of them is exceedingly high and will go higher 
with the growth of population and trade. 

The physical impossibility of having them large enough, the financial impos- 
sibility of having them cheap enough, both together, without any prescription 
of the law, make it absolutely impossible for the manufacturing plants of this 
great, big country to congregate in a strip, however long or however wide, on the 
water fronts in the ports of our country. As to the manufacturing factor in 



116 FREE ZONES IN PORTS. 

the issue, I would be glad to answer questions after I finish the main trend 
of my remarks, but it destroys the proportions of the argument to insist upon 
that at the beginning. What I want to impress upon the committee is that, 
according to the advocates and students of this policy, those who have studied 
its operation in foreign ports and have desired to see the benefits and ad- 
vantages of the system applied to our own country, those benefits and ad- 
vantages as we see them may be divided into three main groups. In the first 
place, they apply to the freighting operations of all kinds involved, with respect 
to the ship and railway terminals, drayage and mechanical handling of 
cargoes, and all those things — everything that has to do with handling cargo, 
putting it on or taking it off of a ship or a railway car or a truck, or ware- 
housing it, or dispatching it to the interior, or getting it ready for reexport or 
reshipment. We claim under this system greater facilitation of all those 
laborious, complex, and costly operations. 

In the next place, we claim under this system a facilitation and 
improvement in the warehouse merchandizing operations involved in 
foreign trade, particularly in the transhipment of reexport trade. 

In the third place it is easy to see great facilitation likewise of 
the financial operations involved in foreign trade, because of the 
greater ease and security in handling foreign credits based on ware- 
house receipts, bills of lading, and foreign trade paper of that kind. 

It will not be possible in the time at my disposal to go into the 
detailed examination of the various steps involved in the freighting 
operations and in the merchandizing operations and in the financial 
operations incident to foreign trade. I can only indicate them in out- 
line, and I will have succeeded in my purpose if I induce you gen- 
tlemen to occupy the point of view that the entire policy and prin- 
ciple involved here is one simply of facilitating the operations of 
foreign trade, merely an extension of a policy upon which all poli- 
tical parties of the United States have been agreed for 50 or 60 
years. These are policies which are not political issues, and if I can 
get you to entertain that notion to begin with, I believe you will 
follow the argument to its logical conclusion and arrive at the con- 
clusion that we have arrived at. The conclusion is that this measure 
in no degree and in no manner alters or changes or affects or impedes 
any fiscal policy of the United States, either now existing or pro- 
spective. The tariff may go up or go down, according to the chang- 
ing opinions of the years to come ; but whatever the tariff policy, the 
foreign-trade zone, the free zone, will fit in automatically and har- 
monize with the tariff laws in force. 

Of course, there are certain things that I must assume that w T e agree 
upon. I can not argue with, and indeed I am not addressing myself 
to, anybody who believes that foreign trade is a bad thing. I must 
assume that foreign trade is a good thing and a necessary thing for 
our entire industrial system, for our agricultural and mining pur- 
suits, for our manufacturing interests, for all industry in general. 

We must assume these things. We must not only assume that it 
is a good thing to have foreign trade, but an absolutely necessary 
thing, a necessary adjunct for all of them; because none of them 
could stand even a short time without the outlet and the safety valve 
of foreign trade to dispose of their surplus production. What are 
we going to do with it ? If we shut the ports of the country, imme- 
diately the fabric of our entire economic system would crash to the 
ground, and it would stay crashed just as long as our ports remained 
closed up. And if they limp along, foreign trade will limp along. 

I must assume, in the second place, that you are in favor of the 
upbuilding of our merchant marine, that a national merchant marine 
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is a good thing, and, further, that if we have learned anything by our 
experiences in the recent great „war it is fair to assume that it is 
not only a good thing as affording employment for American capital 
and labor, but that it is a necessary and indispensable thing for the 
support and security not only of our national wealth, of our lives 
and property, but of our institutions. When I say that the bill here 
pending is intended to facilitate foreign trade and to contribute 
to the upbuilding of the merchant marine, I respectfully submit 
that the conclusion follows, if the argument be sound, that the 
general prosperity, the prosperity of the whole people in every 
avenue of employment and in every walk of life, will be promoted 
accordingly. If we assume that foreign trade is a good thing, of 
course it follows as the night the day — follows absolutely — that the 
facilitation of foreign trads is a good thing. This bill is nothing 
but the facilitation of foreign trade with respect to its physical and 
mechanical and administrative adjuncts. It involves an" improve- 
ment in the wharves, an improvement in the warehouse system, an 
improvement in the railway terminal system, an improvement in the 
customs house administration. All of these, are improved and facili- 
tated in operation. 

If there is any gentleman in the Senate who thinks that foreign trade or any 
particular part of it is a bad thing, shut it out by direct legislation. That is 
the way to attent to that. If there is any import we do not want to have here 
because it is deleterious to the health or welfare of the people, what do we do? 
We exclude it by direct legislation. We do not try to impede its coming in 
here by putting stumbling blocks in its way, by putting up imperfect ware- 
houses and an imperfect transport system to take care of it. If you want cer- 
tain imports to come in under certain restrictions, the vegetable oils, for ex- 
ample, or any manufactured product, under the theory of equalizing labor cost 
abroad and at home, which is largely the basis of the protective system, accom- 
plish that purpose by fixing your tariff schedules, whether specific or ad 
valorem, accordingly ; but do not try to exclude the goods or make it difficult 
for them to come in by the indirect process of making our transport system 
break down or function inefficiently in the effort to bring them in. Do not 
go at it indirectly, but directly. 

Now, we come to the question, Is this such a novelty? We have heard some- 
thing about novelties. There is a certain novelty, of course. If you take a 
water-front district and improve it and put a fence around it, it is a novelty, 
because you have not seen it before. We have not seen any fence, any inclosure, 
around a water-front zone. That will be the consequence of the free-zone 
system, and to that extent it is a novelty, but absolutely only to that extent. 
When it comes to the question of policy, there is absolutely nothing new about 
'this policy at all. It is the extension and improvement of a policy that is nearly 
as old as the Government and is embedded in our national policy and in the 
policy of all political parties. I never knew of any party that was against it. 
It is the policy that is involved in our present system, called the drawback 
system, the bonded warehouse system, the manufacturing warehouse system. 
All these systems were invented and have been operated solely for the purport 
of building up American trade in its foreign aspect, solely to facilitate the 
export trade of the United States. Is not that true? It is true of the drawback 
. system, which is 100 years old in this country. 

The bonded warehouse is 50 or 60 years old, and the manufacturing ware- 
house system has had long life. 

All those things are intended to facilitate foreign trade. This zone proposi- 
tion is intended for exactly the same purpose because of the deficiencies that 
have been shown to exist in these other aids to foreign trade. It is because 
these other three aids and instrumentalities of foreign trade have been found 
imperfect in their operation that w T e desire to further supplement their work 
by bringing in a device that has been proved so efficient by many years* experi- 
ence in Europe, especially at Hamburg in Germany. 
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We find free zones of more recent institution. At Copenhagen the system 

^fchiT-t m r arS 0l , a -, W1 , thin the last few J- ears such a z <™ hafb£u 
established at Malmo and elsewhere in Sweden 

PoTJifiT^n^u^ b r n clian * ed so ■» t0 P e ™it their institution in Spain and 

Sw in ?i V UlS >een f. m?ltter 0f elose stud y in France > and bills are now 
pending m the Prench parliament in regard to the institution of this system. 

on^ntiT^n n'l°« S DOt f^ iSt ln *«*e-t««fe countries, because the customhouse 
2Z /£ k° "J*, figure there * The ne <*ssity of taking the customhouse away 
from the wharf because of the manner in which it impedes freighting opera- 
tions, of course that reason and that purpose do not exist in countries that have 
no customhouse. And so, in Hongkong and Singapore, we find goods landed 
V^H^l T T^ St fj \ cllit y aud ^exported with the greatest facility, and the 
£?!™i I those places have become and are now great transshipping places, 

fin^ w lT>f XI>0r ^ 5 S? r?0es . brou *ht ft, om up and down the coast, and places 
frn™J * ° T J 18 *"" 1 ** in to the interior all the immense amounts of goods 
imported on that seaboard of Asia. And we think that the same effect will 
follow here ; that the creation and improvement of these places for doing foreign 
trade will make them large collection and distribution centers for the handling 
of international trade. 

Necessarily they will be of tremendous avail and use directlv and imme- 
diately to the manufacturing industries of the country, not only near the 
seaboard, but throughout the country, because in these ports will be assembled 
and will be stored, awaiting the use of American manufacturers, the foreign 
raw materials that enter so largely into American manufactures. Does anv 
gentleman here want to exclude from American factories and American manu- 
factures the foreign materials that our manufacturers now import here to 
make their goods, which they sell not only in the home markets but in the 
foreign markets? If there is anybody here that wants to accomplish that, the 
free port will not aid him. But if anybody believes that it is a good thing to 
build up our American manufactures, as I do, and who believes in the protective 
theory, as I do, why then, of course, anything that facilitates the bringing in 
and making available these raw materials for prospective and present Ameri- 
can manufactures helps the American manufacturer himself directly. Of 
course, if there is anybody who believes that we should not use foreign raw 
materials in American manufactures, or should not import foreign raw materials 
into the country at all, I am not addressing my argument to him at all. It 
would be useless. I am assuming, I must assume, that foreign trade is a good 
thing and a necessary thing for every country on the globe. 

A most conspicuous phenomenon in this post-war period is the absolutely 
feverish haste in every one of the belligerent countries to reestablish foreign 
trade relations. Every one of them is afraid that the others are getting the 
start of them. England and France, and even those prostrate, defeated coun- 
tries, like Germany, are straining every nerve to reestablish their foreign trade 
connections, because they know that the industrial fabric in every one of them 
will fall to the ground unless they have foreign trade — and trade in their own 
bottoms, too, for that matter — to bring them the raw materials and carry out 
their surplus manufactured products and raw materials. Do not forget that 
we export tremendous amounts of raw materials. We must dispose of the 
surplus products of our farms and mines as well. We can not do that without 
sending them out in ships. 

There is another class of men that I am not addressing my argument to be- 
cause we could not possibly agree. That is the class who believe that profitable 
foreign trade consists in sending out our articles, whether agricultural or 
mining or manufactured products, and bringing back the ships loaded with 
money. There are people with such rudimentary ideas as to believe that that 
is the only profitable foreign trade, and they want to see things done on that 
basis. They belong in the same category with the man who believes that any 
kind of a successful trade is like that between two boys, one with a jackknife 
and the other with an apple, which winds up with one of the boys in posses- 
sion of both the .iackknife and the apple. The more enlightened idea of 
trade, domestic and foreign, involves the proposition that trade is no good 
to either side, there is no lasting benefit to it, there is no such thing as build- 
ing up an industrial system based upon trade, unless it is profitable to both 
sides. Trade must be mutually, profitable or it will break down. That is one 
of the axioms of economics. If your first ship returned loaded with money, 
your next one would not come back with any, and your next one would not 
go out at all because there would be no money to pay for the goods. Those 
arguments are ridiculous and are seen to be so the moment they are put. 
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Gentlemen, I have said enough to indicate my position. I can not go into 
details of the merchandising operations in warehouses involved in the trans- 
shipment idea. It would be impossible, in the necessary limits of this hear- 
ing, to explain the processes involved in reexporting operations, such as assort- 
ing, relabeling, stock carrying, breaking bulk, repacking, grading, cleaning, and 
so on. You would not have time to explain the difficulties and even impossi- 
bilities involved, if the question arose in the mind of any one of you, " Why 
do you not do these things in the bonded warehouse now? " The answer would 
be that you can not now. You simply can not. Under the bonded warehouse 
system you are not permitted to break packages, to break bulk, and to bring 
some of them into the interior and reexport others of them, as the opportunity 
affords, where it is possible to sell them. You can not do those things now 
under the physical and legal limitations of the bonded warehouse system. But 
in this large area where you would have open spaces and nonbonded ware- 
houses, and where the fence, the inclosure, with the guards outside, would fulfill 
to greater perfection the purposes of the bond, in this large area with plenty 
of room to do the work of foreign commerce, we could do them advantageously. 
So that these gentlemen do not ask you to give them any special privilege. They 
do not ask you to hurt anybody in the interior of the United States in the 
manufacturing or other established business for the sake of helping them. 
They say that they want and need these facilities; and they are nothing but 
facilities — harbor and warehouse facilities; that with these facilities they can 
do business on a competitive basis with the nations of Europe, who now have 
almost a monopoly of this transshipping business. A great part of our business 
in the United States, because of our favorable situation, should be transshipping 
business or reexport business, and the reason we have not got it is because we 
have not the facilities for it. The bonded warehouse does not and can not be 
made to afford the necessary facilities for doing transshipping business. Now 
it is done mostly in the ports in the neighborhood of the North Sea, and in 
Asia, at Singapore and Hongkong. 

When we get these benefits under this system it will be an addition to the 
national work. It will give greater impetus to the demand for American labor. 
It will give greater employment for American capital. It will tend to estab- 
lish banking facilities of a larger character to facilitate these things. 

So that, to wind up, gentlemen, we say that, looked at from the proper angle, 
this measure will add to the national wealth by expending foreign trade, by 
giving greater possibilities for the building up of a self-sustaining national 
merchant marine, by stablizing conditions in home manufactures and diversify- 
ing them, by furnishing cheaper and easier means of disposing of surplus prod- 
ucts, by bringing in and having readily accessible the accumulated raw materials 
from foreign countries that our manufacturers of all political parties insist 
must be imported to permit them to manufacture the wares that they want to 
sell in the home markets as well as abroad. 

Gentlemen, the American flag is welcome in nearly all ports, and I fondly 
believe it will soon be welcome in every port on the globe. It has been borne 
abroad in recent years mostly by our men-of-war on their visits around the 
world, and it has been welcomed because it is the messenger of peace and 
liberty and enlightenment. I believe that with American goods carried in 
American bottoms, the American flag on that kind of a vessel will be even 
more welcome in every port on earth, because it will carry not only messages 
of friendliness and good will, but examples of the works of democracy, of 
efficient business administration and instrumentalities. It will be welcome 
because it will bring them profits in their business; and it will bring us 
profit in return. It will be a mutually profitable exchange. We have the 
facilities for foreign trade now to a certain extent. I am not claiming or say- 
ing that the country is going to ruin unless we get this measure through. I 
know that we have in the last 140 years become the greatest and richest 
Nation in the world without the assistance of the proposed foreign -trade zone. 
But we must keep abreast of the times. Because the old-time printing-press 
printed a paper pretty well is no reason why we should not adopt the latest 
model. Because the old-time automobile got us around is no reason why we 
should not insist on getting next year's. Because w T agons were useful things 
is no reason why we should not have adopted automobiles when they came 
along, if they could accelerate our progress and make it cheaper and easier. 
And if by this new method and device we can have less friction and less ex- 
pense, less needless loss and anxiety, by improving the processes of foreign 
trade, why in the name of common sense should we not employ it? In addi- 
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tion to that, we will afford a means of livelihood for labor that does not exist 
now to any considerable extent. We will open an entirely new vocation. We 
will offer a new opportunity to adventurous American youths who like travel, 
and who will take up this vocation of the sea, where men will work under 
American standards, with favorable chances of promotion and advancement 
and retirement. Especially will they seek it in their younger years, when they 
like to see the world. Our boys showed in this war their aptitude for the sea. 
It is marvelous the way they took to the sea. Our forbears were seafaring 
men. That is one of the reasons why they came to this country. The young 
men of our day have not had an opportunity to go to sea, because of the navi- 
gation laws and because it has seemed more desirable to many to stay in the 
interior, developing the country, and for other reasons. But in this era the 
sea beckons them on to lands of opportunity. We must give our boys the 
opportunity to get their share of that life, and the prosperity that comes with 
that life. They showed the greatest aptitude for the sea in war times. Why 
should they not devote the same readiness to sea pursuits in peace times? I 
know a young fellow who was studying law when the war broke out and who 
did not know anything about seafaring, but who after an intensive course 
found himself after one year's work in command of a submarine chaser with 
22 men under him, and earned a pilot's license in dangerous waters because 
of the skUl he had acquired inside of a year. Pretty good for a law student ! 
Nothing but a sample of what our boys can do. Give them an opportunity to 
build up a fleet for the foreign business of the United States in its own bot- 
toms, and they will show that they are the equals of any seafaring men in 
the world in ancient or modern times. 

Mr. Dwyer. That completes the statements we have. 

Mr. Dunningan. I want to file a copy of that brief on the consti- 
tutionality. I have not a copy of it here. 

Mr. Lenroot. It will be inserted in the record if you will send it to 
the clerk. 

Mr. Kent. I would like to have the reporter add to section 13 of 
the bill, paragraph " f ," naming the things that must be supplied by 
the grantee: 

Adequate inclosures to segregate the zone from customs territory for the pro- 
tection of the revenue, together with suitable provision for ingress and egress of 
persons, conveyances, vessels, and merchandise. 

That is unnecessary, but I presume that clarifies it a little and I 
would like to suggest it. 

Senator Fletcher. The Chamber of Commerce of Jacksonville, 
Fla., desired to be here, and I think have contented themselves with 
submitting a brief which I will ask to have incorporated in the 
record. 

Senator Lenroot. That will be granted, and there will be incor- 
porated in the record two letters from the Secretary of Commerce on 
this subject. 

Department of Commerce, 
Office of the Secretary, 

Washington, October 16, 1919. 

Gentlemen : In reply to your request of October 7 concerning bill S. 3170, 
" To provide for the establishment, operation, and maintenance of foreign-trade 
zones in ports of entry of the United States, to expedite and encourage foreign 
commerce, and for other purposes," I am pleased to indorse this bill. My 
attitude toward the policy of the establishing of foreign-trade zones in the 
United States is expressed in a letter of July 11, 1919, to Senator Wesley L. 
Jones, concerning S. 1652 ; a copy of this letter is inclosed for your information. 
The suggestions made in this letter, beginning on page 4, have been followed in 
drafting bill S. 3170, and the bill has otherwise been refined and improved. I 
believe the bill, as it now stands, is a very good document. 

There seems to be a lingering impression in the minds of some persons that 
a foreign-trade zone has something to do with free trade. I wish, therefore, to 
repeat here that a free zone, or a foreign-trade zone, is a normal accompaniment 
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of a so-called " protection " policy. There is no occasion for a foreign-trade 
zone in a free-trade country. The tariff status quo of the United States is 
maintained in principle and in fact by the provision of bill S. 3170. The bill, 
however, does facilitate the processes of bonded warehouses and manufacturing 
in bond, now accomplished with much delay and expense to shippers and col- 
lectors of customs. The establishment of free zones facilitates the movements 
now imperfectly attained by bonding, and also greatly facilitates the collecting 
of customs. It is infinitely easier to control one limited area, and to collect 
the customs duties on all goods coming into the United States from that area, 
than to collect and supervise and guard against fraud and smuggling as in the 
present case of many scattered bonded warehouses. By bringing the ware- 
houses to immediately back of the piers and placing a wall or a stockade or 
other sufficient inclosure around the entire reservation fewer customs officers 
may easily watch every point of egress and every spot in the inclosure to guard 
against smuggling. This is not a matter of theory, but the many free zones 
in the various countries of Europe have already demonstrated the greater 
ease in administering customs regulations in a free zone as compared with the 
present cumbersome system of bonded warehouses and manufacturing in bond. 
Also there seems to be considerable misapprehension concerning the question 
as to whether the free-trade zones are primarily commerce or primarily revenue. 
In this connection the Treasury Department, in conferences with the Tariff 
Board, has already stated and gone on record that the object of the zone is 
primarily commercial. Also, it is believed that no loss of revenue to the 
United States can result thereby. On the contrary, the ease in administering 
the customs rules and regulations and the collection of customs duty will be 
so marked that the 1 per cent is now deducted in the drawback system on re- 
exports will be outweighed by savings in the cost of such administration and 
through increased revenue due to increased commerce. 

Concerning goods in bond, it must be borne in mind that the bond, or twice 
the value of the goods which the importer must give, is aiding nobody, not 
even the Government, but is withdrawn from the working capital of business. 
When it is considered that goods in bonded warehouses of New York sometimes 
amount to from $60,000,000 to $80,000,000 in a single month and that the mer- 
chants handling these withdraw from their working capital $120,000,000 to 
$160,0000,000 that does not help the government in any way, but is simply lying 
idle, the drag on our foreign commerce that can be alleviated by the free-zone 
system can be readily realized. 

The congestion in our American ports can be greatly relieved by the foreign- 
trade zone. The congestion is due largely to the fact that the piers are entirely 
inadequate in size and area for the cargoes of present-day ocean ships. In order 
to clear the piers properly there should be warehouses immediately behind the 
piers and the goods should move immediately upon discharge from the piers into 
the warehouses. This is impossible at the present time because of the necessity 
for customs supervision. This supervision, with unavoidable delays under the 
present system, often keeps great quantities of goods stacked on the already 
congested piers for several days. If the customs inspection takes place in the 
warehouse and at the points of exit from the free zone, not only will the flow 
through these exits where the goods are withdrawn for consumption in the 
United States be more equalized as to time but the congestion on the piers will 
be relieved by moving the goods immediately from the wharves to the ware- 
houses. As the loss to a 10,000-ton dead-weight freight steamer for every day in 
port amounts to about $6,000, two or three days' loss to each ship, each trip, 
will mean that our American ships, that have American home ports, will be 
disastrously penalized in competition with such other flags having more efficient 
home ports. 

The have been some objections made to the bill on account of the fact that 
the Secretary of Commerce, or for that matter any other Secretary, is given 
discretionary powers to withhold the grant of a foreign-trade zone to any 
organization. Concerning the question of jurisdiction between the Secretary 
of Commerce and the Secretary of the Treasury, it has already been stated 
that the Treasurv Department does not believe that the free-trade zone is a 
Treasury matter, but that it is a commercial matter. If any department of the 
Government is to exercise discretionary powers in granting the right to estab- 
lish foreign-trade zones as authorized in this bill, it will naturally fall to the 
Department of Commerce because in keeping with the present organization 
of the department, including steamboat inspection, navigation, lighthouses, 
and other matters of navigation, and in particular the wide activities of the 
Bureau of Foreign and Domestic Commerce. 
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It is acknowledged that the placing of the final decision in the discretion of 
one man, involving the fate of many seaboard and inland cities in regard to 
this privilege, is a serious matter, and ths bill should be well drawn to permit 
of an appeal to a committee consisting of perhaps the Secretary of War, the 
Secretary of the Treasury, and the Chairman of the Shipping Board, or their 
delegates. On the other hand, it is important that some discretionary power 
be exercised because port-development matters are of an extremely complicated 
nature and a general committee would not be in a position to pass expert judg- 
ment upon the efficiency of the port lay out, or the ease of segregation and con- 
trol for the protection of the revenue. The questions involved are not those 
of engineering and those of collecting customs, as much as the efficiency of 
freight handling and freight movement to the terminals and the physical lay- 
out of the same in order to facilitate the commerce of the country. Further- 
more, the cities and municipalities are entirely free, under this enabling act, 
to lay their plans and submit claims of their abilities to carry out the project 
from a financial, efficiency, and customs administration standpoint. 

It is not to the advantage of the country to have many inadequate and in- 
efficient foreign-trade zones any more than it is to have many customs ports 
of entry at points where the movement of commerce was not sufficient to war- 
rant it. Therefore, in some department of the Government — and I believe that 
in the nature of the matter it rightfully belongs in the Department of Com- 
merce — there should be a board of review, and a group of port experts under 
civil service — properly paid — who will examine in detail the plan of the sup- 
pliant. This does not preclude in any way an appeal from an adverse ruling 
to a committee that may be stipulated in the bill. 

The bill S. 3170 is a good one, has the indorsement of scores of chambers of 
commerce throughout the country, is in accordance with the best experience of 
many foreign countries, and I hope that it will become a law. 
Respectfully, 

William C. Redfield, 
Secretary of Commerce. 

Committee on Commerce, 

United States Senate, 

Washington, D. C. 



Department of Commerce, 

Office of the Secretary, 
Washington, July 11, 1919. 

My Dear Senator : Pursuant to your request of June 14 that suggestions be 
furnished as to the merits of S. 1652, to provide for the establishment * * * 
of a free zone in the port of Boston, and similar request by Senator Fletcher 
in connection with S. 556, to provide for the establishment * * * of free 
zones in ports * * * of the United States, I beg to advise as follows : This 
response is intended to cover also the information desired respecting S. 2288. 
It seems wise to deal with the general situation concerned rather than with its 
application to any specific port. 

It is noted that S. 2288 diifers from S. 556 in the authority to designate free 
ports, the former vesting this power in Congress, the latter in the Secretary of 
Commerce. This is, of course, a matter for Congress to determine, and the 
only suggestion to be made is that the subcommittee or other agency chosen by 
Congress to exercise this power should be of sufficient permanent existence to 
insure thorough and expert consideration of the merits of various ports; the 
decision would involve questions of shipping conditions, port construction, rail- 
way and other transportation, etc. Comparative advantages of neighboring 
ports should be considered in locating free zones. The choice should be based 
on the fullest investigation of the qualifications of all ports for which the 
privilege is requested. 

The active interest of the Department of Commerce in the proposal to estab- 
lish free zones in ports of the United States dates back to 1915, when the Chief 
of the Bureau of Foreign and Domestic Commerce in his annual report called 
attention to the growing demand for free ports here. The term " free port " or 
"free zone " is here understood to mean a district of a customs port isolated for 
certain purposes from the remainder of the port. Twice in 1916 and again in 
1917 Hon. Murray Hulbert, of New York, introduced in the House resolutions 
calling upon the Secretaries of War, of the Treasury, and of Commerce to report 
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to Congress as to the establishment of free ports ("transshipment ports") in the 
United States. Mr. Hulbert brought the matter to the attention of the depart- 
ment. Congress did not adopt any of the resolutions. Later in 1917 the United 
States Tariff Commission began a thoroughgoing investigation of the desira- 
bility of establishing free zones, and upon the commission's request two mem- 
bers of our Bureau of Foreign and Domestic Commerce, .'one an expert on ports 
and harbors, the other a specialist in foreign tariffs and customs regulations, 
gave assistance in outlining the scope of the investigation and sources of 
information. 

From personal experience as a manufacturer engaged in foreign trade, from 
first-hand observation of the operation of free ports in Europe, and as a result 
of the study of the question made by officers of this department, I have reached 
the conclusion that permissive legislation, making possible the establishment 
of free zones under Government supervision and financed by public corpora- 
tions (cities or States) is desirable. One of the most important principles of 
such action is that the law should be permissive only and that the public cor- 
poration desiring to obtain free zone privileges should itself provide the funds ; 
no promise of Government aid in financing the project should be made. 

My position on the general subject of free ports is set forth in my annual 
report for 1916, as follows : 

" Their establishment would permit a greater employment of American labor 
and capital in industries located at the said free ports, whereby the cost of duty 
on materials used in the manufacture of articles exported from the free ports 
would be reduced, the cost of cartage and railway transportation would be 
lessened, and goods could be manufactured for export on the water front in 
such a way as to save much of the expense now incurred. * * * The con- 
centration of industries in such a free port and the existence of warehouses 
therein would form an industrial export unit of high efficiency." 

Further reference to the question is thus made in my annual report for 1917 : 

" The establishment of free ports at strategic points on our coast would be a 
potent factor in maintaining and extending our foreign trade. * * * The 
opportunity for use of our inland waterways could be improved. * * * Any 
who may % fear that there will be difficulty in readjusting our costs to meet 
foreign competition after the war should become advocates of free ports, 
because through the establishment of industries in such ports it will be possible 
to save economic wastes- * * * which under our present system are unavoid- 
able. * * * The procedure under the customs laws could be made more easy 
not only without risk of losing revenue but with possible gain to the taxable 
values of the country." 

Since 1917 the increased evidence of desire on the part of commercial organ- 
izations that free port legislation be adopted has convinced me that the busi- 
ness community of this country is awake to the need of this facility for the 
strengthening of our foreign trade in the after-the-war period. From the 
Atlantic, Pacific, and Gulf coasts have come calls for early enactment of free- 
port laws. The careful and extensive inquiry of the Tariff Commission records 
the strong support of many important commercial organizations to the project 
and shows that wisely considered Government action in the matter would be 
beneficial to the Nation's commerce. Such objections as have been made against 
free ports do not appear to be insurmountable, and it has been satisfactorily 
shown that no amendment of the present customs regulations, including im- 
provement of drawback operations and the bonded warehouse system, would be 
sufficient to provide the advantages contemplated by free-zone measures. 

The establishment of free zones will in no way affect the tariff policy of the 
United States. Such zones exist in countries with high tariff as well as in 
low-tariff countries. Hongkong and Singapore, under the free-trade policy of 
the British Government, have been successful and grown rich as transshipment 
centers. If the same conditions of freedom of movement are provided for a 
port in a tariff country, the same benefits are to be exnected. Free zones 
would entail no change in the present tariff of the United States and the meas- 
ure has no connection whatever with "free trade." A free zone in a customs 
port will provide for freedom from customs supervision for goods intended for 
reexport or those which are temporarily withheld from entry into domestic trade. 
Vessels entering the free zone may land their cargoes without payment of duty 
and this cargo may be reexported without payment of duty. This provides 
the practical effect of the present drawback system but greatly simplifies the 
operation. If goods so landed enter the domestic commerce of the country, 
duty must be paid upon leaving the zone, and all- usual customs regulations must 



124 FREE ZONES IN PORTS. 

be complied with. It is, of course, understood that no exemption from wharfage, 
pilotage, berthage, and navigation charges is implied; the exemption ap- 
plies only to customs control. No loss of income now received by the Gov- 
ernment will result as goods entering internal trade are dutiable when re- 
moved from the zone for domestic consumption. 

Advantages of free zones. — The chief advantages expected from the adoption 
of the free zone policy are: 

1. The attraction to American ports of the transshipment trade, bringing 
# fuller employment for our enlarged merchant marine. Delay and difficulty in 

complying with customs regulations operate against such trade at present. 

2. The opportunity for grading, sorting, and repacking goods for further 
shipment — now accomplished inadequately and with difficulty by manufacturing 
in bond. 

3. Manufacturing' for export in the free zone, thus saving customs fees and 
delay incident to the use of dutiable imported raw materials. 

4. Facilities for a consignment market, where American buyers may examine 
goods before purchasing and where the seasonal movements of goods may be 
financed by the banks most conveniently and with the greatest security. 

5. Simplifying and reducing the work of customs inspection. As a large pro- 
. portion of goods entering the free zone are warehoused and are not withdrawn 

immediately to enter the customs inland for consumption, the work of inspec- 
tion is spread over a period of time. All the labor now expended in inspec- 
tion of goods for reexport will be saved. 

Discussion of 8. 556. — A detailed study of the terms of S. 556 reveals satis- 
factory provision for practically all the conditions that will arise in the estab- 
lishment and administration of the free zones. I note that the bill embodies 
the amendment suggested by the United States Tariff Commission to S. 4153 
(65th Cong.) and would point out only a few features which should be changed 
in any material way. 

Section 10a (p. 7, line 23): The word "docks" is ambiguous; the reading 
should be amended by adding "wharves," as follows: 

"Adequate slips, docks, wharves, warehouses, loading, unloading, and mooring 
facilities." (It is nucessary to specify "wharves." Technically a dock is a 
body of water set off by water gates. ) 

Section lOe (p. 8, following line 18) : An added provision is suggested, viz: 
" The location and design of such buildings and other structures should be 
passed upon by the Secretary of Commerce as to their fitness in the general plan 
of the port and forming an integral part of the proper equipment of the same. 
At the expiration of: the term of the lease of the area by such private persons, 
firms, or corporations, or associations, such buildings and other structures will 
be removed by then' at the request of the Secretary of Commerce or will become 
the property of the lessor." 

A provision in tUe nature of the above and limiting the effect of the preceding 
lines, 14-18, is considered necessary, as the usefulness of the free zone is depend- 
ent upon the coordinated arrangement of all facilities. A free port is a public 
institution and the unlimited ownership of any buildings or property within 
that area by private persons is in direct contradiction to the spirit of the law 
and the purpose of a free port. 

Section 12 (p. 10, lines 10-14) : It is recommended that the following sentence 
be stricken out: 

" All foreign dutiable goods shall, before being so sold or taken from the 
original package for use within the free zone, have paid the regular duty 
through the customhouse : Provided, That nothing herein contained shall make 
dutiable any equipment or property of any ship used within the zone." 

The objection to the procedure outlined above is fundamental. Such an 
effort would defeat the main purpose of the free zone, viz, absolute freedom 
from customs inspection within the area. The advantages of the zone, which 
are calculated chiefly to attract foreign transshipment and storage trade, 
would be nullified in large measure by the annoyance of customs inspection 
within the zone. A large force of customs officials would be required to guard 
every package in the free zone to see that it was not opened and sold for 
consumption therein. The amount of foreign food or other articles consumed 
within the area will necessarily be insignificant and the possible loss of reve- 
nue to the Treasury will be small in comparison with the expense of customs 
surveillance. Without freedom from customs inspection a " Free zone " does 
not exist. 
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The experience of free port authorities in foreign countries has shown 
that rigid inspection of persons and goods leaving the zone area is sufficient 
safeguard. A photograph attached shows the procedure of examination by 
customs officials of persons leaving the Hamburg zone. Provision was made 
in Hamburg for people's eating houses and restaurants in order to obviate 
the necessity for retail buying by the employees of the establishment. 

Additions to the bill. — The measure should- provide for a separate bureau 
or division within the Department of Commerce to deal with the establish- 
ment of and conduct of free ports. Expert knowledge of port, shipping, 
warehouse, transportation, and machinery problems will be necessary to 
insure the most satisfactory results in the establishment of these highly 
specialized institutions. The interests of the public are to be safeguarded' and 
such consideration as can be given to the technical details of the work by 
general officers in charge of other work of the department would not be 
adequate. The importance of the undertaking calls for a paid staff to in- 
clude a commissioner, a deputy commissioner, three or four experts in the 
various departments of port administration, and a clerical and draftsman 
staff. From the interest that is developing all over the country it seems 
evident that there would be numerous applications for the establishment of 
free zones as soon as an enabling act is passed. Therefore an appropriation 
of $100,000 would undoubtedly be required. 

Federal grants of funds undesirable. — Permissive legislation, making possi- 
ble the establishment of free ports at local expense under regulation by Federal 
authority, is the only kind which should be enacted. In my opinion, it would 
be highly dangerous to the success of the project to hold out any hope of the 
grant of Government funds for the undertaking, as the whole field of local and 
political preference would be opened. The advantages of the existing port 
facilities, both natural and created, must be such as to have an established 
foreign trade before the free port is determined upon and to make the project 
attractive to cities themselves, so that they will supply the funds. It would be 
useless for the Federal Government to encourage an unpromising project. 

European experience with free ports. — The greatest examples of the success 
of free zones are, of course, those of Hamburg and Copenhagen. Germany, 
with flourishing domestic manufactures and a highly developed and strongly 
protective tariff, had a situation in regard to the question of home interests v. 
free ports which was similar to that which would arise in the United States. 
Denmark, which is not so extensively a manufacturing country as Germany, 
developed a great free port in which manufacturing is done. France is showing 
an interest in free ports, Marseille and Havre being especially concerned. The 
former is an industrial city, the latter a great storage and transshipment port. 
Spain has established free zones and authorized still others; the ports chosen 
are Barcelona, Cadiz, Bilbao, and Santander. Norway and Sweden have taken 
steps to provide free-port facilities at important ports, and Austria and Italy 
have had free ports for several years. The United States is rather backward 
than forward upon this subject. From the preceding statements it will be clear 
that free ports have been found practicable in countries with high tariff and 
large manufacturing interests as well as in those where other conditions pre- 
vailed. 

Let it be emphasized that the tariff policy of the United States would be in 
no way involved in the establishment of free zones, and that the advantages 
expected are chiefly those of convenience and economy in dealing with the 
customs, so that the object of the present drawback system may be attained 
without the delay and inconvenience of its methods. 

Discussion of objections. — A brief statement of objections urged against the 
establishment of free zones may be included here, together with other consid- 
erations which modify them. 

1. American ports are not favorably located for transshipment trade, as 
London and Hamburg are. becalse foreign markets lie at such great distances. 

Canada, Mexico, and the West Indies are close at hand ; with improved ship- 
ping. service and new trade routes South America and Asia are now "nearer" 
in time than ever before. 
\ 2. The United States is not an exporting nation, as England is and as Ger- 
many was, because of the larger capacity of the home market and the high 
prices of American goods. Therefore, special facilities for export manufactur- 
ing would be useless. 

\ 
\ 



\ 
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The United States already has a growing foreign trade and will need in- 
creased outlets for goods to employ our increased means of production. For- 
eign trade has hecome a constant national necessity. 

3. Manufacturing for export only is rare in the United States; most pro- 
ducers send not more than 20 per cent of their output abroad. Separate fac- 
tories in the free zone would be impracticable, as they would increase the cost 
of operation by duplicating equipment. 

The free zone does not affect exports of American manufactures from domes- 
tic or duty-free foreign materials. It gives the opportunity to add industries 
in which dutiable foreign materials or parts are used. We can add to what we 
have without taking away anything already established. 

4. Transshipment trade can not be diverted from European to American ports. 
The argument of " impossibility " advanced in connection with American 

manufacture of automobiles, production of American dyes and chemicals, 
American ships, etc.,. has proved false. Impossibility should not be assumed 
in advance. # 

5. Extension of bonded-warehouse system and modification of customs pro- 
cedure, including simplification of drawback operations, would provide the 
same advantages as those of the free zone. 

Customs supervision from time of discharge of cargo until entry into ware- 
house would remain as a cause of inconvenience and delay. Improvement in 
drawback would not prevent tying up of capital while manufacturing, repack- 
ing, sorting, etc., are carried on. The maximum of convenience can not be 
secured in this way. 

The free zone is primarily an improvement in the bonded-warehouse system 
with the incentive to create additional modern terminal facilities that alone are 
worth the legislation. 

Acknowledgment should be made of the use of the report by the United States 
Tariff Commission, "Free Zones in Ports of the United States" (Senate com- 
mittee print, which is a source book of fact, legislation, and opinion on free 
ports here and abroad ; also of the use of " Ports and Terminal Facilities," by 
R. S. MacElwee. This department has published numerous items in Commerce 
Reports on individual free ports in Europe. Two articles on the port of Malmo, 
Sweden, are found in the attached issues of March 12 and April 25, 1918. 

A bibliography of works on the subject of foreign free ports can be supplied 
by this department. 

Any service that the department can render to your committee in considera- 
tion of pending legislation will be gladly given. 
Yours, very truly, 

William C. Redfield, 
Secretary of Commerce. 

Hon. Wesley L. Jones, 

Chairman Committee on Commerce, United States Senate. 

Dr. MacElwee. I will file that book. 
Senator Lenroot. Yes; you may do that. 

Mr. Dunnigan. The brief is being prepared in New York, and if 
it arrives in time it can be inserted, if not, it can be filed. 

MEMORANDUM FOR TARIFF COMMISSION — FREE PORTS. 

Constitutionality has been questioned upon two points: 

Article I, section 8, clause 1 : " The Congress shall have power to lay and 
collect taxes, duties, imposts, and excises * * * ; but all duties, imposts, and 
exercises shall bt uniform throughout the United States." 

Article I, section 9, clause 6 : "No preference shall be given by any regula- 
tion of commerce or revenue to the ports of one State over those of another; 
nor shall vessels bound to or from one State be obliged to enter, clear, or pay 
duties in another." 

The first of these clauses has been constructed to refer to geographic rather 
than to intrinsic uniformity; so that that tax is uniform when it operates, 
throughout the United States " in the same way wherever the subject matter is 
found." (Flint v. Stone-Tracy Co., 220 U. S., 107, 174; Head Money Cases, 
112 U. S., 580, 594.) 

The second clause is closely related to the first. In fact, the two clauses 
were reported to the convention as one. Mr. Chief Justice (then Associate Jus- 
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tice White, speaking of this in a review of the proceedings of the constitutional 
convention, in Knowlton v. Moore (178 U. S., 41, pp. 105, 106), said: 

" Thus it came to pass that although the provisions as to the preference 
between ports and that regarding uniformity of duties, imposts, and excises 
were one in purpose, one in their adoption, they became separated only in 
arranging the Constitution for the purpose of style. * * * the preference 
clause of the Constitution and the uniformity clause were, in effect, in framing 
the Constitution, treated, as respected their operation, as one and the same 
thing, and embodied the same conceptions." 

In another connection, page 104, he said : 

" It follows from the collocation of the two clauses that the prohibition as 
to preferences in regulations of commerce between ports and the uniformity 
as to duties, imposts, and excises, though couched in different language, had 
absolutely the same significance.? 

The leading case upon the construction of clause 6 in section 9 of Article I 
is Pennsylvania v. Wheeling & Belmont Bridge Co. (18 How., 421, 433-435), 
where it was held that the law authorizing a bridge over the Ohio River at 
Wheeling and requiring vessels and crews of vessels navigating that river not 
to interfere with the elevation and construction of the bridge was a legitimate 
exercise of constitutional power to regulate commerce. 

In the opinion Mr. Justice Nelson said for the court, at page 435 : 

" It is a mistake to assume that Congress is forbidden to give a preference 
to a port in one State over a port in another. Such pref3rence is given in 
every instance where it makes a port in one State a port of entry and refuses 
to make another port in another State a port of entry. No greater preference 
in one sense can be more directly given than in this way, and yet the power of 
Congress to give such preference has never been questioned. Nor can it be, 
without asserting that the moment Congress makes a port in one State a port 
of entry it is bound at the same time to make all other ports in all other 
States ports of entry. 

" The truth seems to be that what is forbidden is not discrimination between 
individual ports within the same or different States, but discrimination between 
States; and, if so, in order to bring this case within the prohibition it is neces- 
sary to show, not merely dscrimination between Pittsburgh and Wheeling 
but discrimination between the ports of Virginia and those of Pennsylvania." 

Justice Nelson further said, at page 433 : 

" There are many acts of Congress passed in the exercise of this power to 
regulate commerce, providing for a special advantage to the port or ports of 
one State, and which very advantage may incidentally operate to the prejudice 
of the ports in a neighboring State, which have never been supposed to conflict 
with this limitation upon its power. The improvement of rivers and harbors, 
the erection of lighthouses, and other facilities of commerce may be referred 
to as examples. It will not do to say that the exercise of an admitted power 
of Congress conferred by the Constitution is to be withheld if it appears or 
can be shown that the effect and operation of the law may incidentally extend 
beyond the limitation of the power. Upon any such interpretation the prin- 
cipal object of the framers of the instrument in conferring the power would 
be sacrificed to the subordinate consequences resulting from its exercise." 

The justice finished that thought with a sentence having a bearing upon the 
advisability of authorizing the establishment of free ports. He said, at page 
434: 

" These consequences and incidents are very proper considerations to be 
urged upon Congress for the purpose of dissuading that body from its exercise, 
but afford no ground for denying the power itself, or the right to exercise it." 

That case has been frequently* cited. Thus, in South Carolina v. Georgia 
(93 U. S., 4, 13), holding the closing of the channel on the South Carolina side 
of Hutchinsons Island not to be a preference to the ports of Georgia, forbidden 
by the clause of the Constitution now under consideration, this was said of 
the Bridge Co. case: 

" It was then said that prohibition of such a preference does not extend to 
acts which may directly benefit the ports of one State and only incidentally 
injuriously affect those of another, such as the improvement of rivers and har- 
bors, the erection of lighthouses, and other facilities of commerce." 

In another case, to wit, Louisville & Nashville R. R. Co. v. Interstate Com- 
merce Commission (184 Fed., 118, 123), Judge Severens said of the clause in 
question : 
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" But this does not prevent the exercise of the power of Congress by dele- 
gated authority to^regulate commerce between ports of different States simply 
because such regulation may incidentally affect the commerce of a port in still 
another State. If such an incidental consequence were admitted to be an in- 
surmountable obstruction, the power of Congress to regulate commerce between 
the States would be seriously impaired." 

Mr. Justice Day, speaking for the Supreme Court in Armour Packing Co. v. 
The United States (299 U. S., 56, 80), said : ' 

" The fact that regulation, within the acknowledged power of Congress to 
enact, may affect the ports 'of one State more than those of another can no be 
construed as a violation of this constitutional provision." 

McNabb. 

Senator Lenroot. That closes the hearing so far as the proponents 
are concerned. 

(Thereupon, at 12.10 o'clock p. m., the committee adjourned, sub- 
ject to the call of the chairman.) 

American Beet Sugab Co., 
New York, N. F., October 25, 1919. 
The Subcommittee on Commebce, 

United States Senate. 

Gentlemen : In presenting the following views to your honorable committee 
in opposition to the establishment of what are termed " free ports " in the 
United States, I desire to state at the outset that I am representing the Ameri- 
can Beet Sugar Co., of 32 Nassau Street, New York City, and that in giving 
expression to the opinions herein, I- am committing only that company, of 
which I am vice president and a member of the board of directors. 

On general economic principles, we are opposed to the establishment of " free 
ports " in the United States, because, in our opinion, it is a subtle attack upon 
the national policy of protection, a policy under which this country always has 
prospered. That the real motive underlying the proposal is to undermine our 
protective tariff policy, and eventually place the country on a free-trade basis, 
is evidenced by the following statement made by one of the original pro- 
ponents of the "free-port" plan. 

"Our protective tariff is the greatest obstacle to international trade and the 
free movement of commodities. It is this that prevents our ports from being 
a clearing house for South America, Africa, and other countries, and so long 
as the protective tariff intervenes we can never perform this function in com- 
petition with England, a free-trade country, and the Continental ports, where 
substantial free trade prevails or where free ports have been established. 
* * * How can this obstacle be overcome? Aside from a policy of free 
trade, the only other alternative is the development of the free-port idea along 
the lines of German experience." 

We are opposed to the establishment of " free ports," because there is ample 
machinery now in the hands of the Government to permit the accomplishment 
of the object for which this proposition is put forth, i. e., the bonded ware- 
house and the drawback system. We believe that, while there may be just 
complaint against the red tape and cumbersomeness of the present system in 
vogue, the object desired to be accomplished by the " free-port " system could 
be better accomplished and with more fairness to all manufacturers, importers, 
and exporters throughout the country by simplifying the present drawback 
law and regulations. 

We are opposefl to the establishment of "free ports" in the United States 
because such a policy, if carried out, would redound to the benefit of a few 
importers, exporters, and manufacturers within the "free-port" zone, as 
aeainst the manufacturer outside of the zone, and would, we believe, lead to 
the filing of applications from cities in every State in the Union for the es- 
tablishment of a " free port " within its borders. 

We can not see how, under clause 6, section 9, Article I, of the Federal Con- 
stitution, the " free-port " privileges could be extended to one port and not to all 
ports, or even to cities located in the interior of the country, if these cities re- 
quested the privileges. . 

The establishment of "free ports" in the United States would in effect, at 
least, create a foreign port in our home territory and under our own flag. At 
this port foreign countries could dump their low-cost products, there to await 
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the most favorable market conditions to compete with American products. It is 
true that these foreign products would have to pay the regular rate of duty 
when crossing the " free zone " to the interior, but it easily can be conceived 
that opportunities would arise where, by having a large stock of certain foreign 
goods on hand, ready for immediate shipment, the importer or owner of the 
foreign goods would be at a very great advantage over the American manu- 
facturer in securing orders for immediate or quick delivery. . 

The present system of drawbacks under which 99 per cent of the duties col- 
lected are returned to the manufacturer when the goods are exported is nation 
wide in its effect, and was instituted to encourage all manufacturers in the 
United States who could make any goods likely to be exported and sold in 
foreign markets. The " free-port " plan proposed is not nation wide in its effect. 
It would withdraw from the manufacturer in the interior the benefits which 
he now derives from the drawback laws, and place all the advantages in the 
hands of a limited number of manufacturers, importers, and exporters who 
might happen to be located within the " free zone." 

" The claim is made by the proponents of the " free-port " plan that it will 
stimulate our export business and be of great benefit to our newly created 
merchant marine, and while this may be conceded, yet me must not overlook 
the fact that whatever increase might result in our export business under the 
operation of the " free-port " plan, this increase would simply represent the re- 
exportation of foreign products which would replace just that amount of Amer- 
ican products which might be exported if these special privileges were not 
granted the foreign products. 

But, as previously stated, the increase of our export business is not the sole 
object of the " free-port *' plan. Congress and the Nation at large have been 
very fearful that Germany and the other nations of Europe would use the 
United States as a dumping ground for a large surplus stock of goods which 
has accumulated during the war, and numerous bills have been introduced in 
Congress to prevent such a contingency. If we now establish 4t free ports " all 
over the United States where these foreign countries can open up sample rooms 
for the display of their goods, and place them in a position to make quicker 
deliveries than probably could be made by American manufacturers, it would 
greatly enhance, rather than retard, their facilities for dumping their low-cost 
goods onto our markets in competition with American products. 

In view of the fact that at the present time the great need of the country is 
an increased production of all commodities, which is best accomplished by the 
encouragement of American industries, and in view of the fact that the Amer- 
ican people at the last election voiced their sentiments, indirectly at least, in 
favor of protection to American industries and American labor by electing to 
Congress a majority of the political party which always has favored such pro- 
tection, we earnestly hope and trust that your honorable committee will not 
recommend legislation which will thwart the will of a majority of the people 
of the United States, and which, while benefiting all foreign exporters and a 
few of our domestic manufacturers, importers, and exporters, will be detri- 
mental to the great majority of American manufacturers who are located with- 
out the borders of the proposed " free-port " zones. 

Respectfully submitted. 

- American Beet Sugar Co. r 
By Henry T. Oxnard, 

Vice President. 
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